New Ways for Paying the ei 
of the Reserve Banks 


By H. PARKER WILLIS 


Earnings During 1924 Not Sufficient to Pay Dividends After 


Meeting Expenses. 
vices or Enlarging Field of Operation. 


Solution Lies in Charging for Free Ser- 
Reserve Banks Could 


Buy and Sell Single Name Notes and Purchase Foreign Bills. 


VER since the Federal Reserve Sys- 

tem began operation, there has been 

a serious internal problem that has 

never been fully dealt with. That 
problem is the earning of sums sufficient for 
expenses and dividends. The member banks 
have never been satisfied with the amounts 
they receive as a return on their stock. They 
have asked for a division with the govern- 
ment when there were excess earnings; and 
they have urged interest allowances on their 
reserve balances. The staffs of Federal Re- 
serve Banks have been naturally and human- 
ly desirous of increasing their salary allow- 
ances and many of the officers have suc- 
ceeded in getting large advances. So there 
has always been a controversy about the 
division of the earnings, while from time to 
time these earnings themselves have been in- 
sufficient to meet both expenses and divi- 
dends on the existing basis, without reckon- 
ing anything for the government. 

This question might be ranked as merely 
a problem of internal management or or- 
ganization, but it is more than that. An 
answer to it implies a decision regarding a 
very fundamental issue in reserve banking 
in general. That is the problem whether 
the System itself ought to try to earn any 
definite sum, or indeed to be even self-sup- 
porting if there are considerations against 
such action. 

The original Reserve Act provided for a 
6 per cent cumulative dividend in favor of 
stockholders; and prohibited the payment 
of interest on reserve balances. It was es- 
sentially founded on the idea of service to 
members, rather than of cash payments as 
the return for their participation in the Sys- 


tem and for their deposit of funds with it. 
So as the System has developed, it has been 
inclined to emphasize the idea of service, to 
abolish charges of many kinds and to con- 
vince members that by continuing in the 
System they actually received a_ benefit 
which is more than the sacrifice they incur, 
beside providing themselves with insurance 
against possible disaster in time of panic or 
stringency. This proper and legitimate ef- 
fort has of course increased the expenses of 
reserve banks; and, with the great expan- 
sion of the System, has brought their opera- 
tions to a point where they involve a very 
heavy overhead. That overhead has been 
increased by the undertaking of a great 
building program, and in some cases a prob- 
ably unnecessary enlargement of official 
staffs. 


In Normal Times 


NDER the influence of all these condi- 

tions combined, the question has thus 
frequently recurred whether the reserve 
banks could in normal circumstances provide 
for themselves. Before the System was or- 
ganized, it was feared by many that the 
banks would not be able to “make money.” 
Bankers, who ranked as capable, asserted 
that the new institutions could not do so on 
account of the restricted character of their 
operations; and argued that should they 
attempt to broaden the scope of their 
transactions, they would compete with mem- 
bers, offend and injure the latter, and do 
more harm to themselves and others than 
they received in benefit from increased in- 
come. 
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The experience of the reserve banks dur- 
ing the years 1915 and 1916 somewhat tended 
to confirm certain of these gloomy predic- 
tions. Some of the banks were able to 
make their 6 per cent dividend and pay 
their overhead expenses almost from the be- 
ginning; some left their dividends in abey- 
ance and met their expenses; a few were 
having hard work even to meet running 
costs. Out of this situation grew a proposal 
that reserve banks return to their stock- 
holders the capital which the latter had con- 
tributed in order to relieve themselves of 
the “pressure” to earn and pay dividends. 
The proposal was seriously discussed in 1916 
but never had any result, largely because 
the nation was unexpectedly plunged into the 
European War, while as a result, the whole 
banking situation was transformed. Federal 
Reserve Banks began shortly to find them- 
selves overwhelmed with business. As the 
months went by, they built up an enormous 
line of discounts and their profits were cor- 
respondingly immense. Apparently some 
were of the impression that this inflated 
volume of lending or something like it 
would continue for a great while and, under 
the stimulus of that impression, they vastly 
raised their overhead expenses. At the same 
time, as already noted, various service 
charges which had previously been made 
were discontinued and new services were 
taken on. Then followed the great and 
costly building program of the banks, while 
finally the fever for the creation of Federal 
reserve branches led to the establishment of 
23 such subordinate institutions on a more or 
less costly basis. 
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When the Reaction Came 


HEN the reaction came, and when the 

business fell off sharply with the close 
of the inflation period and the recession in 
war credit, the Reserve System found itself 
not only with a great fixed cost but with a 
declining income. The most acute phase of 
the situation developed in the course of the 
year 1924 when, according to authentic in- 
formation, there occurred a gross reduction 
of $12,400,000 as compared with 1923, leav- 
ing the gross earnings for the twelve months 
ending December 31 at $38,300,000, the low- 
est figure for any year since 1917. Net 
earnings were only $3,700,000 as against 
$12,700,000 in 1923. Two of the reserve 
banks (Cleveland and Kansas City) were 
unable even to cover expenses, while four 
others (Boston, New York, St. Louis and 
San Francisco) earned more than expenses 
(including depreciation, reserves, etc.), but 
did not succeed in meeting their dividend 
requirements. 

The result was that the reserve banks of 
this second group were authorized by the 
Federal Reserve Board at the close of 1924 
to pay unearned dividends amounting to ap- 
proximately $2,540,000 out of surplus. Of 
the six reserve banks whose earnings were 
sufficient to cover current expenses, depreci- 
ation and dividends, only four had any ex- 
cess earnings after such charges. Of these 
four, Philadelphia, Richmond and Dallas 
transferred their entire remainder totaling 
$175,732 to surplus account, while Minne- 
apolis transferred $12,627 to surplus *and 
paid $113,646 to the Government as a fran- 
chise tax in accordance with Section 7 of 
the Federal Reserve Act. 

This last sum, therefore, is the entire cash 
earning of the Government from a system 
with total resources well above $5,000,000,000 
and notes outstanding amounting to $1,862,- 
000,000. Needless to say, there is probably 
no well established central reserve bank 
which pays so little to its Government in 
cash despite the great past earnings of the 
war and part war years which have yielded 
large franchise taxes. To sum this whole 
situation up reserve banks are today (tak- 
ing them as a group) in a position which 
prohibits them from paying practically any- 
thing to the Government or from meeting 
their dividend requirements to a more than 
fractional extent. Hope is expressed that 
during the coming year there will be a re- 
versal of the situation, but that is far from 
certain, or perhaps likely. The entire over- 
head of the System today is probably in the 
neighborhood of $30,000,000. 


The Open Market Operations 


EANWHILE reserve banks, after 

being at first roundly abused by cam- 
paign committees and politicians as costly 
institutions unable to pay their “keep,” have 
passed through a war period in which they 
have been attacked with the same virulence 
as extortioners who were piling up enormous 
profits as the result of over-charges while 
imposing upon the smaller banks the crush- 
ing weight of their prosperity ; and have now 
entered a third period in which, while not 
particularly under criticism, they suffer from 
doubt among members and worry on the part 
of administrators as to their future income 
position. For a year or more past, they 
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have unsuccessfully endeavored to provide 
themselves with necessary funds by what 
they call open market operations. These 
operations have amounted merely to the pur- 
chase of certain classes of interest bearing 
obligations which have been held to ma- 
turity. In this way reserve banks have 
pushed out into the market something like 
$900,000,000 to $1,000,000,000 of funds which 
would otherwise have remained in their 
vaults, and, in the opinion of not a few 
bankers, have thereby helped to demoralize 
the interest rate situation. Hence the ques- 
tion presented with increasing urgency: Is 
this a permanent condition, and if not, how 
can it be remedied? 


Is Operation Too Costly ? 


7 approaching this question, it is well to 
remember that many of the elements of 
the income and expense problem of reserve 
banks are the same as those of any other in- 
stitution. The familiar statements that they 
ought not to try to earn money, or that it is 
a “disgrace” for them to endeavor to pay 
dividends, must be taken in a very Pick- 
wickian sense. The question is fairly asked 
whether they are or are not too expensively 
operated, whether they are receiving an ap- 
propriate return for the work they do, and 
whether they are making a fair and legiti- 
mate effort to maintain themselves. There 
is nothing wrong in making a reserve bank 
self-supporting, provided that in so doing the 
institution is helpful to the general situation 
—a canon which will likewise apply to any 
kind of business. It is not true that reserve 
banks should carry wumnnecessary services 
merely in order to please their members, 
nor is it a fact that “dignity” will not per- 
mit them to look about for ways of making 
a return on their funds—always assuming 
that in so doing they do not defeat the main 
objects for which they are organized. 

With these principles in mind, the general 
problem can be analyzed most effectively by 
studying the exact way in which reserve 
banks get and spend their income; and, for 
this purpose, the Federal Reserve Bank of 
New York with its assets totaling about 30 
per cent of those of the entire System may 
be taken as an example. In the very clear 
and frank report lately made to its stock- 
holders, that bank shows that for 1924 it 
had an aggregate expense account of $6,- 
350,000. Of this sum about one third, or 
$2,093,000 was spent in collecting checks, 
drafts, notes and coupons. About another 
third, or $2,100,000 was spent in supplying 
currency and coin and making loans and in- 
vestments (the included cost of providing 
new Federal reserve notes being only $200,- 
000). For custody of securities, purchase 
and sale of bankers acceptances, telegraphic 
transfers of funds and services in connection 
with Government loans about one sixth was 
required, while a final sixth was spent for 
supervisory expenses, generally known as 
overhead. 

The bank had a deficit in its dividend ac- 
count of $1,179,000, its entire earnings being 
$8,569,000, which with the deficit paid out of 
surplus put its total outlay for the year at 
approximately $9,750,000. It received as its 
earnings $2,600,000 from loans to member 
banks, $1,446,000 from acceptances, $4,163,- 
000 from Government obligations owned and 
$343,000,000 from other sources. 
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Thus it is evident in the first place that 
had this bank no overhead expenses what- 
ever, it still would have been unable to 
pay its dividends; a situation which is re} 
resentative throughout the System and ai- 
fords a conclusive answer to those who think 
that cutting down overhead would enable 
payments to stockholders. Curtailment of 
overhead would surely not do that nor is it 
possible to make very great savings in the 
clerical staff of the System, which, if any 
thing, is decidedly underpaid. Less expen- 
sive quarters or the sub-rental of a part of 
the present quarters would make a small 
percentage difference but not a great one 
Economy is always desirable but it is em- 
phatically not a complete cure for the pres- 
ent situation. 

Looking to the income side of the ac- 
count, it is clear that an increase of in- 
come from discounts for members depends 
entirely upon the disposition of members to 
bring paper to the bank. That is not within 
the power of the bank to control except as 
rates may somewhat affect it one way or the 
other. The reasonable conclusion, then, is 
that the bank will be able to pay its ex- 
penses and dividends only by charging back 
the cost of the services it performs or by - 
enlarging its purchases of acceptances or 
Government securities or finding new income 
sources. Should it resort to the former plan 
making only a cost charge it might con- 
servatively be able to recover more than 
$2,000,000 for collection work, $500,000 for 
supplementary services and $400,000 for 
services in connection with Government 
loans—altogether nearly $3,000,000. A con- 
siderable part of the two latter items how- 
ever represents cost of service rendered to 
the Government—a kind of franchise tax in 
service—and probably could not be charged 
for in view of the fiscal agency function be- 
stowed by law upon the institution. 

This, however, still leaves anywhere from 
$2,000,000 to $2,500,000 which theoretically 
might have been earned last year had the 
bank charged cost for its service. It might 
be of course that through economies in over- 
head, economies in building occupancy and 
the like, a few hundred thousand dollars 
could be saved with the result that the bank 
might continue certain of its services free 
while charging for others. 

Usually, it is assumed that in this case, it 
would continue the free collection of items 
—certainly of checks—but would charge for 
its investment services to members, its cus- 
tody of securities, its telegraphic transfers 
and various other elements. With these 
earnings and its savings from expenses it 
might be about able to meet dividends and 
yet even this is conjectural. As the matter 
is more and more carefully studied the situ- 
ation reduces itself broadly to this: Abolish 
free services and cut overhead; or else en- 
large the investment operations of the bank 
to, earn more income. 


Enlarging Its Business 


HY should not the latter horn of this 

dilemma be taken, so that the reserve 
banks may become more active and do more 
business, thereby earning a larger income? 
As has been mentioned, this alternative has 
been feared by some from the beginning— 
so greatly feared that early in the history of 
the System an effort was made to return the 
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entire capital of the banks to their members. 
It has been feared ever since then, perhaps 
in an increasing degree. What is the basis 
ior this fear? Simply that by entering the 
open market in a vigorous way reserve banks 
will cut rates of interest to such an extent 
as to make the banking business unprofitable 
and so infringe upon the rights and priv- 
ileges of member banks. Yet that is ex- 
actly what the reserve banks have been do- 
ing during the past year. 

They have insisted upon keeping out a 
substantially large sum of money, and the 
mere fact that it has been invested in ac- 
ceptances and Government securities has not 
kept it away from the market. There are 
some who contend that the amount thus 
loaned has not been enough to bring about a 
material influence upon the market and on 
money rates which have been so abnormally 
low. Whether that be true or not, it is a 
fact that whatever the influence is, it has 
been exerted just as truly through the in- 
vestment of funds in the restricted kinds of 
securities that have been used as through 
the application of them over a larger field. 
In fact, that influence has probably been far 
greater because of the concentration of these 
investments in a very narrowly confined mar- 
ket—that of New York, whence they have 
heen distributed to other reserve banks. 

So the question is whether member banks 
want to see reserve banks make any invest- 
ments whatever and whether they would not 
prefer indeed to have had them keep out of 
the Government securities market entirely, 
thus cutting off, in the case of the New 
York bank, an income of $4,165,000. This 
sharpens the issue a good deal because it 
shows that whatever harm reserve banks 
are doing through the use of their open 
market powers they are doing already to the 
extent that they go into the open market. 

Would they not reduce this interference 
considerably if they were to find some en- 
tirely different kind of open market opera- 
tions instead of those which by a polite fic- 
tion are given that name at the present 
time? The answer to this question must be 
found in a specific statement of the classes 
of open market operations in which the 
banks can engage today with the law as it is, 
and those in which they might engage were 
the present law to be amended. As to this 
latter point, it is well to remember that the 
original Reserve Bill would have authorized 
the reserve banks to buy and sell single 
name notes of satisfactory classes, and that 
the reserve banks were to be authorized to 
deal directly with the owners and makers of 
these notes. 


A New Field 


HOULD this provision be restored they 

would at once have a large field in which 
they could find an abundant opportunity for 
open market operations, in a way which 
would cut rates of interest evenly all over 
the country, and consequently would affect 
them much less intensely, but at the same 
time more equitably, than at present. Un- 
questionably this field of business should be 
open to them and, as a result of such open- 
ing, we should no longer have to admit that 
reserve bank policy cannot be used in such 
a way as to affect the cost of loans to the 
individual borrower who is capable of mak- 
ing unquestionably eligible paper. A power 
of like kind is widely employed by the 


Bank of France, though under slightly dif- 
ferent conditions. If desired, it could be 
largely reproduced here. 

Under existing law, the entire foreign 
field is open. There is no reason why the 
reserve banks might not long ago have 
begun the purchase of sound foreign bills to 
their own great advantage and to that of 
foreign countries. With England and other 
countries restored to convertibility, the con- 
ditions are even safer. Suppose the exist- 
ence of a portfolio of, say, £100,000,000 
bought at an average price of, say, $4.50 
per pound sterling. This would have meant 
an investment last year of say, $450,000,000. 
Suppose that these bills, turning over from 
time to time, should nevertheless have been 
retained at the fixed amount of £100,000,000 
but disposed of at the end of the year in or- 
der to close the experiment and enable a 
comparison of results. We may say that 
in this case perhaps $4.70 would have been 
realized or a total of $470,000,000, a profit 
of $20,000,000 in addition to interest earned. 

The effect would have been to transfer 
$450,000,000 to the English market, render- 
ing it available there through investment. 
A corresponding amount would have been 
withdrawn from the Federal Reserve Banks 
where it has been idle; or perhaps we may 
assume that there would have been $450,000,- 
000 less of “open market operations” at 
home. The tendency would have been to 
raise open market rates in the United States 
(without affecting the rates to bank cus- 
omers on commercial paper) and to give 
the reserve banks corresponding profits. Of 
course it is perfectly true that sterling 
might have gone the other way with a loss 
of $20,000,000. 

There will never come a time when re- 
serve banks, if they do their full duty, can 
be free from risks, and if such a time comes 
there will be no particular use in having 
the banks in existence. All this is on the 
assumption that reserve banks are not to 
have their powers at all changed but to be 
restricted to the operations permitted by law 
at the present time. One type of operation 
and of money making which is open to 
them has been indicated. Others might be. 
It is enough to say that the Federal Re- 
serve Act as now on the statute books not 
only permits such operations but almost di- 
rects them. To those who complain of the 
exchange risk involved in such transactions, 
it may be suggested that there are many 
countries in the world where bills drawn in 
dollars might be and indeed have been traded 
in to a large extent and with entire safety 
at any time during the past five or six 
years. If that were not so, many of our 
banks could not have carried on any for- 
eign business whatever, even upon the re- 
stricted scale which they have allowed them- 
selves. Moreover, reserve banks themselves 
admit this possibility as shown by the fact 
that a reserve system branch has been es- 
tablished in Cuba, which is doing a large 
business. 


Money to Be Made from 
Moderate Operations 


 Kewey. however, is not the place to discuss 
the wisdom or desirability of such for- 
eign operations or of the domestic operations 
whether now permitted or suggested as the 
possible outgrowth of an amendment in the 


law. The point is that there is an ample 
field in several directions in which money 
can be legitimately made by very moderate 
reserve bank operations, beneficial to the Re- 
serve Banks and to the banking community, 
both foreign and domestic. 

Indeed it is just these operations which 
are favored by central banks abroad. The 
Reserve Bank of New York in its report for 
1924 describes itself as engaging in the “pur- 
chase and sale of bankers’ acceptances... 
for . . . foreign banks . . .” Many such 
foreign banks have, as is well known, kept 
their balances here in New York and have 
desired that they should be regularly em- 
ployed. The reserve bank does not say that 
these foreign banks were foreign central 
banks, yet such in numerous cases they 
have been, and what they go in for in our 
market we might upon occasion do in theirs 
or in other foreign markets to mutual ad- 
vantage. 

The policy of thus expanding the service 
of reserve banks upon a profitable basis is 
an attractive alternative to the imposition of 
charges for the collection of checks or for 
the performance of other services now free. 
And yet the imposition of service charges for 
collection might even be welcomed by mem- 
ber banks if the present system of debiting 
and crediting were modilied so as to render 
funds more available, and hence more re- 
munerative. There is a large field of profit- 
able activity in that direction. 

To sum up the whole matter, it is fair to 
say that while reserve banks are not primar- 
ily institutions organized for profit, and 
should never be judged by their profit mak- 
ing results, they are subject to the same gen- 
eral requirements as all other institutions, 
one of which is that they shall be self-sup- 
porting. They cannot make themselves self- 
supporting by any plan of grinding economy 
even if they were willing to undertake such. 
They can do so either by charging for their 
present services or by enlarging their field 
of operations. The present law provides an 
ample opportunity for the latter course of 
action and it is the one. that they should 
undoubtedly pursue. In so doing, they must 
overcome a local prejudice arising out of 
fear of competition, yet this can be easily 
enough done, since in doing it the reserve 
banks will eliminate a present actually in- 
jurious influence upon market rates and sub- 
stitute a beneficial influence. 

To charge for their free services, although 
possible, would certainly not be welcomed 
by the rank and file of member banks. The 
appropriate course of action is thus indi- 
cated. Whether they will follow it or not 
is another question, but if they do not they 
must inevitably expect a continuation of 
present unrest and dissatisfaction. 


Set Record 


o National banks at the end of 1924 
had the greatest resources in their his- 
tory. A total of $24,381,281,000 was reported 
by these institutions on December 31, the 
date of the last call. 

The resources are nearly $2,000,000,000 
greater than on the same date of the pre- 
ceding year. The loans and discounts 
amounted to $12,319,680,000, being nearly a 
half billion dollars larger than for 1923. 
Deposits were $20,000,208,000. 


> 
¥ 


Instead of a State Guaranty Law 


By R. O. KAUFMAN 


Vice-President and Cashier, Union Bank and Trust Company, Helena, Mont. 


Difficulty of State Bankers in Adequately Protecting Depositors 


Is Politics. Legislatures Slow to Place Responsibility Where It 


Belongs. 


N spite gf the recent disastrous failures 
of bank guaranty laws in Oklahoma, 
Washington, and North and South 
Dakota, there is still constant agitation 
in western states in favor of compelling 
state and national banks to “protect” de- 
positors by some form of guaranty. Advo- 
cates of the so-called guaranty laws point to 
the states of Nebraska, Kansas and Texas, 
confidently asserting that the apparently suc- 
cessful operation of such a law in these 
three states is proof enough that it will be 
successful in all other states for all time to 
come. 

It is obvious that any guaranty law so far 
passed in the United States would have been 
a huge success if the losses suffered by de- 
positors had been small enough. The con- 
tinued operation of the laws in the three 
states last mentioned must, therefore, be at- 
tributed entirely to the fact that the going 
state banks have thus far been able’ to meet 
such losses as have been already determined, 
from the comparatively light assessments 
provided for. Any well informed banker in 
Nebraska, Kansas. or Texas must admit, 
however, that the failure of a good sized 
bank would spell the doom of the fund in 
his state. He will likewise admit that the 
demands of the law thus far have been a 
serious handicap to his institution, and that 
provision for higher assessments would be 
ruinous. Nebraska has recently amended 
the law of that state, limiting the maximum 
amount to be assessed. against state bank 
deposits to one-half of one per cent per an- 
num, and the Nebraska bankers are now 


demanding that certain classes of deposits 


at present protected be removed from the 
protection of the fund. 


Does It Insure Solvency 


HE advocates’ of the guaranty law be- 

lieve that once upon the statute books it 
will accomplish.their purpose, i.e., the pro- 
tection of depositors from loss. If this be 
correct, why did the plan not operate as 
expected in Oklahoma, Washington, and 
North and South Dakota? Can the ability 
of the state banks of Nebraska, Kansas and 
Texas to operate under the law be attributed 
to the fact that the law exists today in those 
states? Does it insure solvency? Does the 
existence of stich a law make a reckless 
banker more careful or a dishonest banker 
more scrupulous? It seems to the writer 
that after careful thought one must be 
forced to the conclusion that the bankers of 
these states have thus far been able to live 
under that law; and in spite of it, for one 
or more of the following reasons: 


Favorable conditions 
state. 

Exceptionally good banking methods. 

Highly efficient state supervision. 

The soundness of this conclusion can 
hardly be questioned when bankers of these 
states admit that collapse of the fund would 
surely follow one bad failure of a bank 
holding deposits of three or four million 
dollars. 

Inasmuch as favorable conditions cannot 
be expected to exist always and sound bank- 
ing methods cannot and will not be employed 
by dishonest or incompetent bankers, is it 
not logical to declare that, after all is said 
and done, the protection of the depositors of 
banks is in reality dependent upon adequate 
laws supporting competent supervisors? 

The writer has recently completed a trip 
made for the purpose of investigating bank 
guaranty laws of the states of Oklahoma, 
Kansas, Nebraska and North Dakota. The 
chief aim of the bankers of these states is 
to remove their banking departments as far 
as possible from the baneful influence of 
politics, and to enlarge the powers of their 
banking commissions, composed of state 
bankers. With adequate supervisory powers 
vested in these commissions it is felt that 
the application of the ounce of prevention 
thus made possible will obviate the necessity 
of the pound of cure. And it must be noted 
here that, while the pound of cure may fre- 
quently accomplish its purpose in the field of 
medicine, it rarely prevents death in the field 
of banking, especially when the pound is 
administered in the form of a guaranty law. 


Politics Impede Protection 


HE chief difficulty confronting state 

bankers who are earnestly endeavoring 
to properly and adequately protect deposi- 
tors is politics. Governors will not relin- 
quish political plums. The appointive power 
is a prized possession. Legislatures are 
slow to place the responsibility for adequate 
supervision of banks where it belongs, upon 
the shoulders of carefully and_ properly 
chosen superintendents and commissions 
clothed with power to act. 

Advocates of guaranty laws invariably 
declare that, if the burden of losses occa- 
sioned by the incompetent or dishonest 
banker be shifted to the shoulders of the 
competent and honest survivors of disaster, 
the latter will see that the banks of the 
state are properly organized and operated. 
They argue that the “real” bankers will, in 
some mysterious manner, prevent failures 
of remote banks that might require the for- 
mer to bear the loss. Yet when demand is 
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peculiar to each 


Why Should Not the Federal Reserve Banks have 
Authority to Compel Use of Sound Methods in Member Banks? 


made for legislation which might make it 
possible for the “real” bankers to exercise 
some power designed to accomplish that 
very thing, legislators immediately become 
suspicious, throw up their hands in horror 
of power concentrated in the hands of those 
who they fear may exercise too much con- 
trol and promptly refuse to adequately pro- 
vide for the most necessary purpose of all 
banking legislation—prevention of loss so 
far as it may be possible to do so. 

In the states west of the Mississippi, per- 
haps elsewhere, too, a long stride must soon 
be taken in the direction of prevention. Still 
sparsely settled by comparison, still capable 
of great development and possessed of most 
marvelous resources, the western states are 
fields attractive to the wild catter, the crook 
and the adventurer. It will be many years 
before their population can equal or their 
condition become as stable as that of the 
more thickly settled and better developed 
eastern states. Every effort should be made 
to increase the efficiency of bank supervision. 


Clothe Federal Reserve With 
Additional Authority 


<* this juncture a suggestion is offered 
which is perhaps entirely new, but en- 
titled to careful consideration. It has to do 
with the part which the Federal Reserve 
Banks should play in the interest of sound 
banking and the performance of an obliga- 
tion to the public. Why should not these 
great institutions be charged with a greater 
responsibility for the proper conduct of the 
affairs of their member banks both state 
and national? 

If the Federal Reserve Bank boards were 
to act as bank commissions clothed with ade- 
quate authority to compel the employment 
of sound banking methods in member banks 
under penalty of prompt liquidation of their 
assets and the protection of their depositors 
by that method, perhaps no more effective 
and efficient plan of supervision could be 
devised. No group of men engaged in the 
supervision of banks are as far removed 
from political influences and _ personal 
prejudices. Stockholders and directors of 
member banks would more willingly abide 
by the regulations and requirements of these 
boards than those of any group of bankers 
in their own states. 

The Federal Reserve Banks are in better 
position to acquire a deeper and wider 
knowledge of economic conditions having a 
direct bearing upon the banking situation 
generally, as well as locally, than any other 
financial agency. 


(Continued on page 494) 
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How to Tell a Sound Public 
Utility Bond 


By PAUL WILLARD GARRETT 


More Than a Billion Dollars in New Capital Put into Light 


and Power Industry During 1924. 


Inspection of Financial 


Set-up Will Reveal Degree of Risk. Distinguishing Between 
Operating and Holding Companies. 


MPRESSED with the increasing vol- 

ume of public utility flotations, a 

banker recently asked: “How am I to 

know that utility securities are good?” 
The average banker is familiar with our 
standard railroad issues but to him public 
utilities are not so well known. Even bank- 
ers who follow the general progress of the 
industry have formulated few rules of 
thumb as yet by which to test the quality of 
particular securities. 

Investors have put more capital into pub- 
lic utility enterprises of this country than 
into the iron and 
steel industry or 
even the steam rail- 
roads. Our iron and 
steel companies have 
a total capitalization 
of $9,100,000,000 and 
steam railroads, 
$18,000,000,000, but 
our public utility 
companies, taking 
the January 1, 1925, 
figures, have capital 
issues outstanding to 
the amount of $19,- 
200,000,000. Not- 
withstanding the lit- 
tle that has been 
written about them, 
public utility securi- 
ties as a class, it 
must be obvious, de- 
serve a great deal of 
attention. On almost 
any approach to the 
subject the first step 
is to separate out- 
standing issues into 
the principal public 
utility groups. Thus 
of the total $19,200,- 
000,000 about $6,- 
600,000,000 _—srrepre- 
sents the power and 
light industry, $5,- 
500,000,000 street railways, $3,100,000,000 
telephone enterprises and $4,000,000,000 gas 
companies. The spectacular development of 
the last ten years has been in the power and 
light industry, and the unprecedented flow of 
such securities during the past year is what 
has made bankers and investors everywhere 
inquire afresh into the fundamental position 
of the issues. Particular attention is directed 
in this article, therefore, to power and light 
securities. 


No conservative investor likes to turn 
his funds into securities highly sensi- 
tive to changes in the business cycle. He 
wants bonds that are protected by steady 
earning increases, such as may be found in 
essential industries. Railroad bonds for a 
generation have been the premier corpora- 
tion investments in this country primarily 
for the reason that transportation goes on 
in good times and bad. The same thing is 
true of public utility services. Some people 
are only beginning to realize, perhaps, that 


The world’s largest generator while under construction for installation at Niagara Falls. 
This machine will generate energy equivalent to the muscle power of 375,000 men. 


in another generation public utility obliga- 
tions may be recognized as our leading cor- 
poration investment risk. Certainly the ele- 
ments of an ideal risk are present in a good 
power and light bond in a degree hard to 
find elsewhere. 

The steady growth of power and light 
earnings from the birth of the industry, 
making solid development possible year after 
year, has been among the most romantic 
chapters in all of our financial annals. A 
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Twelve Tests to Apply. 


little over four decades ago—on September 
4, 1882—Thomas A. Edison gave to the 
world, at 257 Pearl Street in New York 
City, its first central station for the supply 
of electrical current. The first fifty-nine 
customers were given free service for nearly 
five months. Ever since those fifty-nine 
made the experiment, power and light de- 
mands have been multiplying in this country. 
Gross revenues of the industry not only have 
improved persistently since that event forty- 
three years ago but in every year actually 
have shown an increase over the year be- 
fore. The record is 
a unique one. The 
rate of growth has 
been accelerated in 
more recent years. 
Gross ‘annual reve- 
nues from the sale 
of energy had 
reached only $336,- 
980,000 by 1914, in 
othér words, but 
rose to $1,335,100,- 
000 in 1924. It 
means that the gross 
‘business has nearly 
quadrupled within a 
decade. Scores of 
individual companies 
have made the same 
steady improvement 
over a_ period of 
years that here is 
indicated for the 
whole industry. 
The _ significant 
thing about the 1882 
experiment was that, 
through the creation 
of central stations 
for the production 
of current, the pres- 
ent power and light 
industry had its 
birth. The volume 
of energy generated 
at central stations, as the gross revenue 
figures indicate, has had an astounding 
growth during the last fifteen or twenty 
years. Within five years after the first cen- 
tral station had been built, or by 1887, the 
annual output at central stations had reached 
175,000,000 kilowatt hours. By 1902 it had 
reached 2,337,051,115 kilowatt hours, indi- 
cating a handsome enough increase in itself 
for the first two decades of the industry. 
By the end of the third decade, or during 
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1912, the annual production at central sta- 
tions had reached 17,572,000,000 kilowatt 
hours. In 1922, which about marks the end 
of the fourth decade, it reached 47,659,000,- 
000 kilowatt hours. The Electrical World 
now reports the total for 1924 as 53,937,- 
400,000 kilowatt hours. The question that 
immediately arises in the minds of investors 
is: “How long will this growth keep up?” 

The answer is not as difficult as might at 
first appear. At least that a long period of 
tremendous growth still lies ahead can be 
concluded pretty definitely. The unmis- 
takable trend toward the conversion of pri- 
vately owned electric plants into central sta- 
tion units means that virtually every mine 
and manufacturing plant now generating its 
own power is a potential customer for the 
central stations. The figures, from the 
standpoint of the power and light industry, 
seem almost too good to be true. 

The iron and steel industry is being elec- 
trified but, according to 1920 figures, only 
2,377,000 horsepower of a total 7,990,000 
horsepower used has, as yet, been electrified 
from central stations. In the chemical in- 
dustry, only 1,236,000 horsepower has been 
electrified of a possible 3,398,000. In the 
lumber industry, only 463,000 horsepower is 
electrified of a possible 3,472,000; in textiles, 
only 960,000 of a possible 3,261,000; in food, 
only 1,056,000 of a 
possible 3,145,000; in 
coal mining, only 
890,000 of a possible 
3,058,000; in paper 
and printing, only 
624,000 of a possible 
2,388,000 horse- 
power. 

Recent surveys 
show that almost 
two-thirds of the 
power used by the 
country’s industries 
is yet to be electri- 
fied by central sta- 
tions. These figures 
take no account of 
the increasing con- 
sumption of elec- 
trical energy that 
will follow growth 
of these same in- 
dustries. They take 
no account of the 
field of railroad 
electrification that has scarcely been touched. 
They take no account of the 9,000,000 homes 
that now are within reach of central stations 
but which do not yet use electricity in any 
form. They take no account of the rural 
sections and the homes not convenient at the 
present time to central stations. They take 
no account of the new uses for electricity 
that are being found every year. 

Our best engineers, seeing no end as yet 
to the probable growth of electrical de- 
mands, are of the impression that the elec- 
trical power and light industry still is in its 
infancy. Once an electrical service is in- 
stalled it becomes, so far as those who use it 
are concerned, indispensable: people never 
return to the old ways of doing things after 
they have tried electricity. 

When it comes to picking individual 
securities, the first thing is, perhaps, 
to pick individual companies. The compa- 
nies that do an electrical power and light 
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business in this country probably number 
several hundred, but 116 companies repre- 
sent 90 per cent of the total capitalization 
of the industry. It is thus about as easy 
for investors and bankers to know the more 
prominent companies that have securities 
outstanding as to know the leading rail- 
roads. 

The era of utility expansion has, to per- 
haps an even greater extent than did the era 
of railroad expansion, brought with it im- 
portant changes in the financial relations 
of companies. Power and light companies 
that operate properties should be distin- 
guished from those that simply hold securi- 
ties and, indeed, most of our utilities may 
be divided into operating and holding com- 
panies. Obligations of an operating com- 
pany should be, all things considered, safer 
investments than obligations of a holding 
company. Obviously bonds of an operating 
company may be secured directly on the 
properties, where- 
as bonds of a hold- 
ing company often 
are protected pri- 
marily by the com- 
mon stock of sub- 
sidiaries. Holding 
company issues, on 
the other hand, 


One of the many 
hydro - electric 
plants that de- 
velop “white coal.” 
This plant on the 
Puyallup River in 
Washington devel- 
ops 18,800 horse- 
power 


generally represent a diversification not pos- 
sible in the average operating company issue. 
Operating companies frequently are classified 
into hydro-electric and steam _ enterprises, 
but, contrary to opinion, that distinction is 
not one that the average investor should 
over emphasize. Holding companies some- 
times simply own the common stock of a 
particular operating company; generally, 
however, they own stock in companies lo- 
cated at different points. 

Two interesting examples of holding com- 
panies are The North American Company, 
which concentrates its activities in large in- 
dustrial centers and controls the utilities 
that serve in Cleveland, St. Louis and Mil- 
waukee, and the American Power and Light 
Company, which controls operating proper- 
ties as widely separated as those in Flor- 
ida and Washington, and those in Texas 
and Minnesota. 

More than a billion dollars in new capi- 
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tal was put into the power and light in- 
dustry by our investors during 1924, or 
more by $400,000,000 than had ever been 
invested in any previous year. Of the $1,- 
175,120,000 in new power and light securi- 
ties marketed during the year, mortgage 
bonds accounted for $672,463,600; deben 
ture obligations, $132,875,000; preferred 
stocks sold through investment houses, $175,- 
582,200, and preferred stocks sold to cus- 
tomers, $194,200,000. 


The Capital Structure 


N any consideration of power and light 

securities, investors who insist upon con- 

servative risks always look at a company’s 

financial set-up; that is, at the distribution 

of its invested capital. If too large a pro- 

portion of the capital is in bonds, the fixed 

charges of the organization are likely to be- 

come burdensome in the event of a period 

of depressed earnings. It also means that 

the company may 

find difficulty in 

raising additional 

funds for expansion 

purposes at reason- 

able rates. Perhaps 

the ideal distribu- 

tions of bonds and 

stock, if theoretical 

ratios signifi- 

cance, would be to 

make 50 per cent of 

the invested capital 

bonds, and the other 

50 per cent stocks. 

Half of the stock 

would be preferred 

and half of it com- 

mon stock. Many 

companies of excel- 

lent reputation, of 

course, have a larger 

ratio of bonds to 

stock and, in actual 

practice, many au- 

thorities allow a 

company to show 60 per cent in bonds be- 

fore raising a question with regard to the 

proportions. Frequently the high ratio is 

explained by a relatively low capitalization 

for a company, a thing that ultimately is 

corrected by declaration of stock dividends. 

Aside from the distribution of the invested 

capital as between stocks and bonds, the 

total capitalization to make the securities 

conservative investments should, of course, 

be covered by a property valuation or its 

equivalent in excess of the par value of 
all outstanding securities. 


The Modern Mortgage 


recently, the typical public utility 
bond was secured by a mortgage on 
the company’s property drawn up along the 
lines of the better known railroad and indus- 
trial obligations. 

In raising new money through the sale of 
bonds, a company simply gave a mortgage 
on its property and, not so many years 
ago, was willing to mortgage the whole 
property for a relatively small loan. Com- 
panies left their problems of future financ- 
ing to be solved as the time came in a 
majority of instances. 

Since money borrowed on a long-term 
basis by public utilities is seldom repaid out 
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if earnings, but is refunded at maturity, 
however, and since an unprecedented growth 

f the industry in recent years has necessi- 
ated heavy borrowing, companies have been 
more thoughtful of the future in selling 
honds. They have come to consider the 
problem that would confront them on re- 
payment of the loan or when they might 
be obliged to ask for fresh loans. Ac- 
-ordingly, it came to be a practice some 
years ago to authorize bonds in amounts 
substantially above what, in the opinion of 
the bankers and operators, would ever be 
needed. In selling a $15,000,000 issue, for 
example, the authorized amount of bonds 
issuable under the mortgage was fixed at 
$100,000,000. The idea was to assure a 
company of its ability at all times in the 
future to finance under the same mortgage, 
a thing which would obtain more favorable 
rates for the company 
than were it obliged 
to do future financ- 
ing under a junior 
mortgage. 

But numerous 
power and light com- 
panies in the last year 
actually have been 
able to foresee the 
time that their $75,- 
000,000 or $100,000,- 
00 authorized limits 
would be reached. 
The situation has led 
to the creation of an 
entirely new form of 
mortgage, called the 
“open-end” or “self- 
refunding” mortgage 
that has no author- 
ized limit. 

Contrary to first im- 
pressions, bondholders 
are as well protected 
under the ideal modern mortgages without 
authorized limitations as under the old closed 
mortgages. The authorized amount of bonds 
is not fixed at some arbitrary limit, but the 
issuance of new series is made contingent 
upon certain things. The mortgage is open, 
but a company should not be allowed to bor- 
row in excess of 75 or 80 per cent of the 
sum to be expended on the new plant unless 
earnings have been running at a rate sufficient 
to cover interest requirements about one and 
three-quarters times charges on all bonds 
presently to be outstanding. In opening 
the way for future borrowings at favor- 
able rates, the modern mortgage is the ideal 
one from the standpoint both of the com- 
pany and investors. However, investors in 
purchasing “open-end” mortgage bonds 
should see to it that the proper restrictions 
against the excéssive issuance of additional 
obligations are written into the bond. 


Tests for Utility Bonds 


N°? hard and fast rules can be set up that 
will divide good public utility bonds 
from the bad for the reason that all of the 
desirable features will not be found in any 
individual bond any more than all of the 
bad features will be found in a particular 
issue. Our list even of gilt-edged bonds 


contains scarcely an issue which does not 
have certain features that fall short of the 
ideal, and among the issues rated low scarce- 
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ly a bond appears that does not have good 
features. About all that an investor can 
hope to do, therefore, is to see how nearly 
a bond comes to an ideal standard. 


A few questions that should be asked 
are: 


(1) Is the bond the obligation of an op- 
erating company that is located in a grow- 
ing community? If not the obligation of 
an operating company, is it the obligation 
of a holding company that controls stocks 
on which dividends appear to be perfect- 
ly secure? 

(2) Is the company responsible for the 
bond an organization recognized for its 
sound management and conservative poli- 
cies? 

(3) Are net earnings available for fixed 
charges, after liberal allowances for main- 


A section of one of the largest steam generating stations in the world, located at Chicago 


tenance, sufficient to cover interest require- 
ments about twice? 


(4) Is the company’s capital structure 
such that it can for an indefinite period 
into the future do senior financing at the 
most advantageous rates, preferably through 
the modern “open-end” type of mortgage? 


(5) Is the company also able to do junior 
financing on a favorable basis? Has it ini- 
tiated and been successful in a campaign 
to sell preferrred stock to customers? 

(6) Does the company’s capital structure 
show a good balance as between bonds and 
stock, assuming that the model structure 
would show 50 per cent in each, and is 
the total invested capital protected by prop- 
erty valuations well in excess of the out- 
standing securities ? 

(7) Is the funded debt within 80 per cent 
of the property value? Is it less than five 
times the annual gross earnings? 

(8) Is the company spending at least 12 
per cent of its gross revenues on mainte- 
nance and depreciation? 

(9) Is the company popular with its own 
customers ? 

(10) Have gross and net earnings shown 
a persistent increase over a period of years? 

(11) Does the company serve without 
competition under franchises that are satis- 
factory? 

(12) Has the bond been approved by a 


reputable investment house experienced in 
public utility financing? 


Unique Record of Preferred 


Stocks 


OMETHING like 116 power and light 

companies, as has been said, account for 
about 90 per cent of the total capitalization 
of the industry in this country. Such a 
list includes virtually every company, inci- 
dentally, that does a gross business of 
$2,000,000 or more. Ninety-eight of these 
116 companies have preferred stocks out- 
standing, and the remaining eighteen have 
only common stocks. 

The first remarkable thing which an in- 
vestigation reveals is that each of the 116 
companies is now paying cash dividends. 
Of the 98 companies that have preferred 
stocks, 83 have never 
defaulted on a pre- 
ferred dividend since 
the stocks were issued 
and, it may be added, 
the majority of these 
stocks have been out- 
standing for something 
over a decade. Only 
15 companies have de- 
ferred payment on the 
preferred dividends in 
the past, but in every 
case these accumula- 
tions now have been 
paid off in stock, cash 
or both stock and 
cash. Of the 18 com- 
panies that have only 
common stocks out- 
standing, 13 have un- 
broken dividend rec- 
ords for 15 years or 
more and 4 have un- 
broken dividend rec- 
ords reaching back 5 years or more. 


Institutional Buying Growing 


Ec. a sound power and light bond is as 
good an investment risk as a railroad 
bond, “why,” ask some investors, “is it pos- 
sible to buy the power and light bonds at 
so much more attractive a yield basis?” The 
question is a perfectly fair one, but not 
hard to answer. 

To begin with, the railroad bonds for a 
long time have been accepted as the stand- 
ard investments for the conservative insti- 
tutions and individuals, whereas power and 
light bonds have not been on the market in 
any large amounts relatively until the last 
decade or, better perhaps, last few years. It 
is a fact, however, that within the last 
year or so many large and ultra conserva- 
tive institutions, which heretofore have been 
slow to admit public utility bonds to their 
lists, are turning to them with a growing 
appetite. 

One thing more should be borne in mind. 
Public utility bonds, as yet, are legal for 
investment by savings banks in only a part 
of our states. Were they legal in such a 
state as New York, for example, such ob- 
ligations as the underlying Brooklyn Edison 
and Niagara Falls Power issues would not 
be selling at their present levels. There 
is a strong movement under way and that is 

(Continued on page 518) 
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Back of an Increased Dividend 


By CHARLES F. SPEARE 


The New Rate of the Atchison, Topeka & Sante Fe Railway 
Signifies Much More than the Actual Distribution to the Share- 
holders of a Larger Portion of the Profits of this Transcontinental 
Railroad. Caution Based on Political, Not Financial Reasons. 


HE years of patient waiting by the 
Atchison, Topeka and Sante Fe 
Railway shareholders brought their 
reward in January when the divi- 
dend on the common stock was increased 
from 6 per cent to 7 per cent per annum. 

This is an epoch in the railroad history of 
‘ the United States. It signifies much more 
than the actual distribution to the share- 
holders of this transcontinental system of a 
larger portion of the profits than they had 
hitherto received. There has not been a 
year in the last ten when the Atchison did 
not earn a very large surplus over its in- 
terest and dividend requirement or when it 
might not have been more generous with 
its shareholders. The caution that was ex- 
hibited, however, was based on political and 
not on financial reasons. The Atchison, or 
“Sante Fe” as it is known west of Chicago, 
is a Kansas corporation. Its rails criss- 
cross that state and they also occupy im- 
portant sections of other states in which the 
attitude of law-makers toward the trans- 
portation industry has not been over friend- 
ly. Furthermore, labor relations between the 
western lines and their employees have been 
strained almost continuously since the gov- 
ernment assumed control during the war 
period and following the armistice. 

The campaign of Mr. La_ Follette 
reached its intensity in its attacks on 
the railroads which were most applauded 
in that portion of the west penetrated by 
the lines of the Atchison. Had _ political 
fortunes favored the Progressive candidate 
the Atchison would not have raised its 
dividend rate no matter what its earnings 
might have been; nor would it have re- 
duced this rate. However, Mr. Coolidge 
was successful, the radical anti-railroad 
element went down in collapse and for the 
first time since the early days of this cen- 
tury, investments in railroad securities were 
placed on a parity with those of other 
sound public service companies. It was an 
attestation of their satisfaction in political 
conditions, rather than an evidence of 
greater faith in the economic situation that 
is to be found in the recent dividend action 
of the Atchison directors. This sense of 
gratification may be found in the policies 
of more than one large railway system 
since last November. 

There may be a third reason why the 
Atchison stockholders were compelled to 
wait so long for larger dividends. For 
years the management of the road has been 
pushing its lines out through the best parts 
of the rich Southwest. Between 1910 and 
1920 there were added to the system about 
1500 miles and from 1920 to the beginning 
of this year, nearly 500 miles more, nearly 


all in Texas, New Mexico and Arizona. 
There was, too, further occupation of the 
rich agricultural state of Oklahoma and 
some building in California. Along with 
this programme of new mileage in parts 
where rail service was limited was the 
programme of completing a double track 
line from Chicago to the Pacific to which 
a vast amount of new money was devoted. 
Last autumn this work was completed and 
the Atchison today has two tracks from 
Chicago to Kansas City, across Kansas, 
over the mountains and through the New 
Mexico desert and well into California. It 
is true that the double track does not run 
side by side in many places, but the system 
is in effect a two-tracked one for in Kan- 
sas there is the old main line in the central 
part of the state and the new line which 
cuts across the top of Oklahoma and the 
Texas Panhandle and joins the main line 
in New Mexico just south of Albuquerque. 
This is in a sense a relief line but so pro- 
jected that while it assists the division of 
much greater traffic density to the north 
it also has developed sufficient new traffic 
from a hitherto unoccupied district to 
much more than pay its own way. There 
has been an intelligence and farsightedness 
in the mapping out of Atchison’s new lines 
that is not to be found elsewhere and one 
of the chief reasons why the Atchison has 
gone ahead so steadily is that each mile of 
new road built and each car or locomotive 
added to equipment has at once earned a 
good return on the capital invested. 

Some 15 years ago, after making a 
careful study of the Atchison’s finan- 
cial structure and then going out and ob- 
serving its physical and traffic character- 
istics, I came to the conclusion that it was 
the foremost railroad in the United States. 
I have had no reason since to change this 
opinion. The Atchison is primarily a trans- 
portation machine, geared up to rendering 
service to the shipper and traveler, with 
no other function and wanting none. Its 
administration has never been hampered by 
the possession of other lines or properties 
which had no relation to the parent com- 
pany and it has had none of the common 
problems of railroads bound up in un- 
profitable divisions or feeders. 

The late E. P. Ripley was essentially a 
trafic producer and not a speculator. He 
made his old divisions pay, and pay more 
from year to year and he was continually 
reconnoitering for new territory into which 
to fling his lines. The Atchison has never 
within the period since reorganization been 
involved in competitive building or com- 
petitive buying. It has no skeletons in its 
closet. There has been as little waste in 
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the use of its capital as there possibly could 
be, and when Mr. Harriman and Mr. Hill 
in the West were spending tens of millions 
of dollars in the race for a goal of ques- 
tionable value and in projecting lines into 
wild country on the west coast of Mexico, 
Mr. Ripley was making his surveys un- 
hindered by competitors and where the 
construction cost was moderate and the 
early returns high. He looked on also 
when Mr. Gould bridged the Rockies from 
Salt. Lake to the Coast with his Western 
Pacific, realizing the small need for such 
an expensive undertaking just at that time. 

The genius of Mr. Ripley for traffic de- 
velopment was equalled by that for main- 
taining a financial balance for his company. 
The Atchison has seldom borrowed. It has 
paid as it has gone along. One of the 
commonest forms of railroad borrowing is 
through equipment trust certificates. Only 
once and that during the war, did the 
Atchison issue an equipment trust certifi- 
cate and this it liquidated long before 
maturity. It is years since it has sold a 
long term bond. Its convertible bonds have 
gradually been absorbed into stock so that 
at present the ratio of Atchison’s stock to 
fixed interest bearing securities is 57 to 43. 
When stocks and bonds balance, a railroad 
is said to have a wonderfully strong finan- 
cial structure. The Atchison has $356,000,- 
000 of stocks outstanding and $276,000,000 
of bonds. The tendency of nearly every 
railroad is toward rising interest charges. 
The fixed charges of the Atchison have 
decreased from about $14,000,000 in 1912 
to approximately $11,000,000 at the present 
time, a record that I believe no other 
American railroad can equal. Within the 
last several years there have been times 
when its cash on hand plus the United 
States Government bonds and Treasury 
certificates equalled $85,000,000. Obviously 
the company did not need to borrow with 
such a pretty nest egg. And from a 
nominal amount of surplus it has built up 
an undivided profit account close to $175,- 
000,000. 

‘It is not surprising that the men who 
have with wisdom and restraint and with 
vision and courage put together such a 
wonderful property for the service of the 
public should have been jealous of this 
property and have been unwilling to dis- 
tribute any greater share of it to its owners 
even than they were compelled to so long 
as the political wolves continued to howl. 
That is why there is more political than 
financial significance in the dividend in- 
crease which Wall Street has been expect- 
ing for ten years and which has finally 
been granted. 
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The Bankers’ Shares Companies 


United States Now Has Investment Trusts Patterned After Fa- 
mous British Companies. Notable Development of the Bankers’ 
Shares Ventures, Which Bear Slight Resemblance to Them. 
Both Appeal to Small Investors. May Aid Foreign Investments. 


NE of the notable recent develop- 
ments has been the formation of 
numerous “bankers’ shares” com- 
panies. Based upon the idea that 
an investment with a widely distributed risk 
affords a safer investment to men of smaller 
means than a security whose yield is tied to 
the fortune of a lone enterprise, these com- 
panies have offered issues of common stock 
carrying pro rata participating ownership in 
a group of securities deposited with a bank 
or trust company. Thus by holding a share, 
which is in reality a trustee certificate, the 
investor becomes the owner of a fraction in 
a number of stocks at a price less than he 
would have to pay for the outright owner- 
ship of a single security and obtains the right 
to his just portion of the dividend’s pool. 
Six or more of these companies sprang 
up during the past year, and it was an- 
ticipated that they would appear in increas- 
ing numbers because of the appeal that their 
promoters might make to the legion of small 
investors throughout the country. It has 
been asserted by some of the sponsors of 
the bankers’ share ventures that the compa- 
nies are the American variation of the well- 
known British and Scotch investment trusts 
and follow the standards approved by the 
most experienced overseas companies. How- 
ever, an examination of their operations 
shows that they vary widely in their meth- 
ods of employing funds from the invest- 
ment trusts, which have been such impor- 
tant factors in the distribution of securities 
in Great Britain. 


New in this Country 


HE investment trust in the United 

States is a new thing. Although it has 
played an impressive part in British finance 
for nearly a half century, it was not until 
after the world war that this country had 
its first investment trust. In 1921, an inter- 
national securities trust was organized under 
the laws of Massachusetts and since that 
time four other companies set up to follow 
the same principles that the old and estab- 
lished British investment trusts, have made 
their appearance. 

Prior to this time the Overseas Securities 
Corporation, modeled along the lines of 
the British investment trust, was organized. 
It came into being in May, 1920, for the 
purpose of investing its funds in foreign se- 
curities and in other enterprises. It pur- 
chaséd investment holdings in Germany, 
Czecho-Slovakia and in twelve other coun- 
tries. In 1922 the corporation declared an 
initial dividend but later liquidated its com- 
mon shares. 

As early as 1919 announcement was made 
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that the Foreign Bond and Share Corpora- 
tion, having as its organizers a number 
of prominent New York investment houses 
and banks in other American cities, had been 
organized with a $3,000,000 capitalization. 
The corporation was designed more as a 
financing company than as an investment 
trust, although it was planned to sell either 
debentures, for which the foreign securities 
would serve as collateral, or the securities 
themselves. The corporation, however, did 
not enter into operation. 

In the same year the Foreign Finance 
Corporation, a $10,000,000 corporation, was 
organized to engage in the field of foreign 
investments with a charter that would per- 
mit it to issue debentures if it elected to do 
so. However, it never issued debentures and 
has now wound up its affairs. 


Perfected in Britain 


HE early British trusts came into being 

when Great Britain, as a creditor nation 
with an expanding foreign trade, was forced 
to look overseas to keep her capital em- 
ployed. Money could be raised on ade- 
quately secured bonds by paying from 3% 
to 4% per cent interest. Budding enter- 
prises in far-off lands, such as the “Yankee 
rails” and other important industries in the 
less developed countries were willing to 
pay 5% and 6 per cent for the loan of funds. 
Foreign public and private bonds offered 
higher rates also. It was to take advan- 
tage of this opportunity that the investment 
trusts in the late eighties and the early nine- 
ties were created. 

In going into the foreign field, however, 
it was apparent that the success of the 


A Foothold 
OVW that the United States is 


loaning money for use abroad 
at the rate of over a billion dol- 
lars a year, will the investment 
trust, the agency that Great 
Britain used so largely in ex- 
panding her foreign financing, 
find similar employment by 
America? The investment trust 
idea has already won a foothold 
in this country, but, for the time 
being at least, it is most used for 
domestic ventures. This article 
tells of the initial efforts in the 
use of this form of financing. 
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venture would depend upon the wisdom with 
which the investments were chosen. The 
first British investment trusts were patterned 
after the Scottish, which had been managed 
with native thrift and caution. Generally 
these same principles were adopted by the 
British to guide them in handling the trusts. 
Almost without exception high-grade men, 
familiar with all phases of foreign invest- 
ment, have managed the British investment 
trusts in the capacities of managing direc- 
tors and members of the board. Under the 
Consolidated Companies Act they are clothed 
with broad powers, but for the protection 
of the shareholders, the articles of associa- 
tion usually contain certain safeguards, the 
most common stipulation being that not more 
than 5 or 10 per cent of the issued share 
and debenture capital shall be invested in 
any one security. To spread the risk still 
more, some of the trusts prohibit the in- 
vestment of more than a certain per cent 
of the capital in any one country. Great 
leeway is given the directors in their se- 
lection of securities, so that they may pick 
up financial bargains when and where they 
can. The trusts, which are regarded as 
the best managed, have mixed a small amount 
of speculation with a large amount of in- 
vestment so that the greater part of the 
capital has rested in secured investments or 
in preferred stocks. The trusts have been 
more venturesome than insurance companies 
or banks in the proportion of unbonded and 
irredeemable securities, but, nevertheless, the 
management has been marked by caution and 
conservatism. The tendency has been to 
hold the size of the trusts down, so that 
the capital might be turned over and closely 
supervised under the eye of the expert man- 
aging director. There are today about 100 
of the investment trusts in Great Britain, 
with an aggregate capitalization of about 
£600,000,000, so it may be seen that the trusts 
are only moderate in size, the largest having 
a capitalization of about £2,000,000. 


The Funds Are Raised 


licen investment trusts raise their capital 
by selling stock. Frequently the original 
shares are split into ‘common and _ pre- 
ferred issues. With the cash thus raised, 
the trusts purchase securities of many dif- 
ferent enterprises, situated in various parts 
of the world. By putting up the securities 
thus acquired to back issues of debentures, 
the companies obtain more funds for in- 
vestment at rates that are low, due to the 
fact that the debentures have a prior lien. 
The total amount of debentures or bonds 
is almost without exception less than the 
paid-up stock, and some of the companies 
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have stipulated in their articles that the bor- 
rowings cannot exceed one-half of the share 
capital. 

In order that the directors may sell or 
buy securities at the most profitable mo- 
ment, the companies issue debentures rather 
than collateral trust bonds permitting them 
to alter the underlying investments so long 
as proper capital is maintained. An analysis 
of how the investment trusts have raised 
their capital shows that about one-third is 
represented by common stock, the other two- 
thirds having been equally realized from 
the sale of preferred shares and debentures. 
Owing to the fact that fixed interest se- 
curities of late years have been drawing 
high rates of interest, the companies have 
depended less upon this source for their 
capital. 

The chief source of an investment trust’s 
income is the return on its interest and 
dividend bearing securities. Some of them 
have realized occasional profits from under- 
writing fees, miscellaneous services and the 
issuance of stock at above par, but these 
irregular revenues are generally used to aid 
in meeting expenses. Big profits have been 
reaped by selling securities in the portfolio 
when they reach the top, or when the di- 
rectors feel that it would be wise to take 
a profit and turn the money into other hold- 
ings. The fluctuations in exchange may dic- 
tate shifts in the kinds of investments. How- 
ever, the profits on realization are not dis- 
tributed as dividends, but are used to build 
up the reserve account or to write off de- 
preciation on other securities, and thus build 
up the “invisible” reserve. The secret of 
success, from the managerial standpoint, is 
to avoid losses on holdings and set aside 
a portion of the net revenue to grow at the 
rates of compound interest. 


How the Trusts Helped 


RIOR to the world war, it is estimated 

that 90 per cent of the British invest- 
ment trusts’ holdings were in overseas se- 
curities. They played a tremendous part 
in the expansion of foreign trade, encourag- 
ing the export of British capital by invest- 
ing their money in securities that they in- 
tended to hold more or less permanently in 
their portfolios, continually turning over a 
part of their capital when the markets were 
buoyant, acquainting their own sharehold- 
ers with the merits of certain issues for pri- 
vate purchases, building up confidence in cer- 
tain overseas enterprises by pioneer pur- 
chases and by participating in the underwrit- 
ing syndicates formed to float issues for for- 
eign interests. As a nation’s foreign loans 
may be regarded as an insurance policy 
against any future upheaval, the investment 
trusts were of unbounded aid to Great Brit- 
ain in obtaining this backlog of prosperity. 
It is generally conceded that Britain could 
never have financed the world war without 
having these vast foreign holdings, which 
could be converted into gold when the time 
made this necessary. 

In just such a way as the British compa- 
nies stimulated the flow of sterling into over- 
seas investments, it is insisted by many com- 
petent American financiers that the invest- 
ment trusts could be utilized as a means of 
putting the dollars of the moderate Ameri- 
ean investor to work abroad under safe con- 
ditions. By mobilizing the funds that the 


small investors have free for use abroad, the 
power of the American financial interests 
to absorb foreign issues would be made 
greater, and it would be easier for the in- 
vestment bankers to dispose of these se- 
curities. 

But there is nothing magic in the invest- 
ment trust. In the final analysis the safety 
of the principal, even though widely dis- 
tributed, rests with the men who make the 
investments. If the entire capital should 
be put into highly speculative securities, the 
capital might be frittered away. If it were 
possible for the trustees to substitute worth- 
less stocks for those which originally were 
regarded as sound, the value of the shares 
in the investment trust would fast disap- 
pear. So it is essential that those who buy 
securities for the trust be well informed 
and men of unquestioned integrity, if the in- 
terests of the investors are to be safeguarded. 
The old, successful British companies have 
earned the confidence of the investors by 
their faithful service, but in Continental Eu- 
rope the experience of investors with these 
companies has not been so happy. 

The hazard in foreign investment is just 
as great—if not greater—than in domestic 
investments. To insure the safety of the 
principal, the directors of investment trusts 
must be cautious and familiar with all con- 
ditions surrounding the enterprises into 
which this outside capital is to be poured. 


Not All Safe Investments 


F evidence of this need is desired, the an- 

nual reports of the council of the Cor- 
poration of Foreign Bondholders—the Brit- 
ish organization which has acted for more 
than fifty years to protect the interests of 
the British people who loan their money 
abroad—will provide this in a pointed way. 
At the end of 1923 it reported that the 
principal loans in default, being the obliga- 
tions of Russia, Ecuador, Honduras, Para- 
guay and Mexico, amounted to £1,781,577,- 
551, while the interest in arrears mounted 
to £523,203,136. 

Even the United States has not always 
kept its skirts clear of charges of de- 
faults on foreign loans. The council re- 
cites that approximately $60,000,000 in prin- 
cipal is now unpaid on loans that were ad- 
vanced to the states of Alabama, Arkan- 
sas, Florida, Georgia, Louisiana, Missis- 
sippi, North Carolina and South Carolina. 
It might be assumed that this money rep- 
resented loans made to the Confederate 
states to aid the southern cause in the Civil 
War. However, it is asserted that the loans 
were contracted for public improvements. 
In the case of Mississippi it is asserted 
that the state legislature obtained loans in 
1831 and 1833, the proceeds being used to set 
up two banks. As long as the banks pros- 
pered the bondholders were paid. But when 
the banks ceased to be profitable, the corpo- 
ration recites that “the state not only sus- 
pended payment but actually repudiated its 
debt.” 

The debt record of many foreign coun- 
tries, and especially those where the gov- 
ernments are not stable, shows many in- 
stances where the bondholders were kept 
waiting for the interest on their money; in 
some cases the bonds were made worthless 
by absolute defaults. So a watchful eye 
must be kept on the foreign security offer- 


ings if the safety of the principal is desired. 

In its trust declaration one American in- 
vestment trust company stipulated that it 
would not engage in promotion, business 
management or underwriting, that all in- 
vestments would be marketable securities, no 
securities would be purchased unless relia- 
ble information concerning them was _ ob- 
tainable, and that the political and economic 
history of the country in which each security 
originated should show stability and offer 
proper protection to private property. Not 
more than 70 per cent of the total funds of 
the trust can be invested at any time in se- 
curities originating in the United States, 
while not more than 55 per cent might be 
British securities, nor more than 35 per 
cent in any other country. Further, it was 
covenanted that not more than one-fourth of 
1 per cent of the total funds could be in- 
vested in any one security, and that the trust 
cannot hold a majority of any one issue. 

In a list of holdings, recently published, 
the trust had 552 distinct securities issued 
by 407 different organizations, of which 45 
were railroads, 65 public utilities, 202 in- 
dustrial companies, 52 foreign corporations 
and 43 government or governmental subdivi- 
sions. Of these common stock holdings con- 
stituted 514 per cent, 29 per cent were pre- 
ferred stock and 65% per cent were bonds, 
debentures or evidences of indebtedness. 


Earnings of Trusts 


OME of the British investment trusts 

have paid sizable dividends over a range 
of years. The 1923-24 profits of 25 of the 
largest companies were reported as 5.75 per 
cent of their capital. This showed a slight 
gain over the 5.23 per cent yield for the 
previous year. The overhead expenses of 
the companies amounted to 0.42 per cent of 
the capital. After payment of interest and 
preference share dividends, there remained 
enough revenue to have paid an average 
dividend of 10.88 per cent on the common 
shares. However, inasmuch as it is the 
practice of the investment trusts to build 
up their invisible reserves, the dividends de- 
clared were slightly in excess of 8 per 
cent. 

The common shares of 55 representative 
British and Scotch investment companies, as 
analyzed two years ago by the United States 
Department of Commerce, showed average 
dividends of more than 7 per cent in the 
years 1912 to 1914, inclusive; 614 per cent 
during the war period, and more than 8 per 
cent during the period since the Armistice. 


Bankers’ Shares Companies 


HE “bankers’ shares” companies, which 

have been referred to in many of the 
newspapers as investment trusts, outnumber 
the companies which follow the plan of 
the British investment trusts. 

The first of the bankers’ shares ventures,. 
sponsored by a New York brokerage firm, 
bought common stock in ten of the Stand- 
ard Oil companies, and then offered shares. 
to the small investors at less than $12 each. 
A New York bank was named as the trustee 
to see that the dividends paid on the stocks. 
are distributed pro rata among the share- 
holders. Subsequently bankers’ shares com- 
panies were formed to offer a diversifiedi 
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The Business Outlook as the World 


Enters into a Renaissance 


By JOHN Moopy 


President, Moody’s Investors Service 


The Political, Economic and Social Reversion Following the 
Ten-Year War Period. “Rare and Astonishing Transmutations 
of Sentiment into Cash—of a Pyschological State into a Potent 
Economic Force.” Justification for Optimistic View of Business. 


HE opening of the year 1925 marks 

a culmination of what might broad- 

ly be described as the period of 

abnormal upheaval in the affairs of 
the entire civilized world. A _ generation 
hence men will look back on the decade from 
1914 to 1924 as a period of chaos and un- 
settlement which never fitted in logically 
with the more natural flow of finance and 
trade, such as should ordinarily prevail. The 
breaking out of the great World War, as 
we all know, turned the world upside down, 
and it is only now, after’a full decade has 
passed, that the ship has begun to right 
itself again. 

For it cannot be easily denied that at pres- 
ent, in both America and Europe, there is 
evident a distinct reversion toward nor- 
mality in all human activities. In brief, 
it is not overstating the case to say that 
the world is apparently entering into a re- 
naissance. Everywhere one turns and looks 
below the surface there are evidences that 
disorder is giving place to order, that hu- 
man activities are adjusting themselves to 
new conditions, that new foundations have 
been, or are in the process of being, laid for 
a real and normal revival of human activi- 
ties. 

The year 1924 witnessed, in many direc- 
tions, a reversion to conservative and con- 
structive policies. This constructive rever- 
sion has been political, economic and social 
and has consisted of a general broad move- 
ment back toward pre-war ideas and ideals. 
At home in the political field we have wit- 
nessed a pronounced repudjation of socialis- 
tic radicalism; in Great Britain there has 
been a landslide toward conservatism; in 
France constructive policies have come to 
the forefront, and the present characteris- 
tics of the ruling parties in the French 
government, although labeled radical or so- 
cialistic, are actually conservative; in Ger- 
many, notwithstanding. the apparent inter- 
nal political confusion, this young republic 
is really powerfully dominated by conserva- 
tive forces, and its present attitude be- 
tokens more permanent stability than at any 
time since the end of the war. Even in 
Russia we find countless evidences of a 
trend toward conservatism and a reversion 
toward normality. A careful study of con- 
ditions in Russia indicates that only a few 
years more will be consumed in the evolu- 
tion of her government to a stable posi- 
tion. 


Quietly Turning Conservative 


HE explanation of this reversion to- 

ward stability in world affairs is not 
far to seek. During the past year, while 
politicians the world over were fearing the 
radical or revolutionary vote, and most 
economists were calculating the effects of 
continued political disturbance in industry, 
the voters the world over were quietly 
turning conservative. This fact has been 
particularly true of the United States and 
Great Britain, but I think will be found 
to be almost as true of all Europe. Our 
American civilization is, after all, essentially 
conservative in the sense that the people 
tend ever to return to traditional ideas, and 
this tendency toward a return to funda- 
mental ideals is really a marked character- 
istic of the peoples of all great modern coun- 
tries. Willingly enough, great groups of 
people plunge into political radicalism of 
one sort or another during periods of un- 
settlement or adversity. But experience is 
a sure teacher and the masses never remain 
for long in a revolutionary state, simply be- 
cause undigested or calamitous movements 
uniformly discredit themselves. 


Dawes Plan Helps 


F course, this so-called renaissance has 

been brought to fruition as a result of 
far-reaching forces which have been at work 
for a long period. The most striking and 
important development of the past year, 
which has resulted in setting the stage for 
a new era, was the final definite settlement 
of the reparation tangle through the adop- 
tion of the so-called “Dawes Plan.” It 
seemed almost impossible twelve months ago 
to ever bring about a satisfactory adjust- 
ment of this problem, and thinking men 
all over the world were resigning themselves 
to the notion that the problem would never 
be settled. A little over a year ago the 
opinion was expressed to me by certain 
French financiers that no final settlement 
with Germany could ever be brought about, 
and that the world would have to go on 
and adjust its life to a condition of per- 
manent unsettlement. But before 1924 was 
half over the spirit of compromise inter- 
vened and a settlement, which had seemed 
well nigh impossible, was brought about. 
We realize now that some such compromise 
was inevitable because it was forced by the 
bread and butter issue. To survive, Europe 
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must do business, and to do business she 
was forced to make diplomatic peace. The 
adoption of the Dawes Plan and the uni- 
versal spirit of peace and compromise and 
conservatism, allied with this development, 
are, and will be, potent factors. Already 
foreign commerce is reviving. Our own ex- 
port trade is making new high records for 
recent times. The credit of continental 
governments is being strengthened. Euro- 
pean agriculture and industry are returning 
steadily to pre-war productivity. Nor has 
this reconstructive tendency spent its force. 
Today and tomorrow it means further re- 
vival and reconstruction and cooperation and 
greater commercial and productive activity. 


The Old Domination Gone 


STRIKING, phase directly related to 

this constructive revival is the practi- 
cal ending of what might well be called 
the war cycle in trade and industry. Right 
through the past decade up to the end of 
1923 at least, either the war or its business 
consequences dominated trade conditions the 
world over. Now, however, this domina- 
tion is largely gone or is going. America 
has lost nearly all of her special trade grow- 
ing out of the war; Europe has almost 
discontinued depending upon others for what 
she can produce or sell; agriculture in this 
country and in many other parts of the world 
has definitely returned to a normal peace 
basis, and banking and finance are rapidly 
doing so. 

So it is that financiers, investors and 
business men, in peering into the future, 
need no longer draw their precedents so 
fully from developments which occurred 
from 1914 to 1924, or from such periods 
as those following the Civil War and the 
great Napoleonic Wars of a century ago. 
Now, when studying our industries, our 
commodities, our money and security mar- 
kets, we can and must think and reason 
more nearly in pre-war terms. Economi- 
cally, in this country at least, the war in- 
fluences are largely dead, except as to taxes 
and debt adjustment problems. While it 
may well be said that the most striking 
among the financial developments of 1924 
has been the clear evidence of the vastly 
increased purchasing power of American in- 
vestors and business men, and that this 
great development of new buying power is 
practically dominating the security markets, 
yet as a matter of fact a more interesting 
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and important development than this has 
taken place. To my mind the striking devel- 
opment of the times, and the one which justi- 
fies a confident belief that we are entering a 
renaissance period in world affairs, is the psy- 
chological change in men’s minds the world 
over. Tangible evidences of this are every- 
where to be seen. But more especially 
are they to be recognized in the political 
developments of the day. Our own national 
election, like that of the British, has been 
followed by one of those rare and astonish- 
ing transmutations of sentiment into cash, 
or of a psychological state into a potent 
economic force. So it is that we see senti- 
ment being turned into cash, initially by 
the placing of orders consequent upon the 
restoration of confidence. New and en- 
larged volumes of business booked by steel 
companies and miscellaneous industries in- 
volve the buying of raw materials to turn 
into orders; the employment of labor to do 
the producing; the enlargement of trans- 
portation facilities, and the betterment and 
development of efficiency in operating plants. 

As a matter of fact, there is never any 
clear demarcation between sentiment and 
business, between psychology and econo- 
mics—the two merge into each other 
whether one likes it or not. This is why 
it is so often difficult to accurately interpret 
conditions or trends on the basis of any 
traditional trade cycle theory. There is 
no way to segregate business from sentiment, 
or to fit human conduct into a stiff mold, 
or prevent psychological feeling from merg- 
ing into income accounts whenever that 
feeling results in the booking or cancella- 
tion of orders. 

Probably this is why students of econom- 
ics and of modern trade or financial condi- 
tions have always found it a baffling task 
to reason accurately from cause to effect, 
or to correctly forecast what ought to be 
the outcome from certain tangible devel- 
opments. Human psychology is, after all, 


the vital factor in business, in finance and 
in all human activities. 


Guaranty Law 
(Continued from page 486) 


Why could not the Federal Reserve Act 
be amended granting to the boards of the 
various district banks broad supervisory 
powers? Among bank depositors and the 
public the impression has been general that 
member banks were practically insured 
against failure by reason of their member- 
ship, it being understood that careful super- 
vision of members was one of the purposes 
and duties of the Federal Reserve Banks. 
The plan of Clearing House examinations 
now so widely adopted in the eastern states 
could no doubt be adopted by them to larger 
territory by the establishment of head- 
quarters of chief examiners in various sec- 
tions of each district. Carefully selected 
competent examiners could be secured at 
salaries sufficiently attractive to insure ser- 
vice in each district long enough to permit 
thorough knowledge of bankers and condi- 
tions in their respective territories. 

If there were granted to these boards 
power to compel the employment of sound 
banking methods, to enforce assessments 


AMERICAN BANKERS ASSOCIATION JOURNAL 


February, 1925 


Accepting as we should, in my opinion, 
the basic situation as it is, and remember- 
ing always that the mental attitude of the 
masses is the most potent force, it is a sim- 
ple matter to demonstrate that on the thresh- 
old of 1925 the stage appears to be set, 
both at home and abroad, for a reasonably 
long period of constructive activities. An 
intensive study of the American situation 
cannot fail but confirm this view. Let us 
consider for a moment the financial or credit 
situation as it obtains today in this country 
and as compared to that of an unhealthy 
year like 1919. 

In 1919 we were in the whirl of a specu- 
lative rebound from war conditions. In- 
flation was rampant; the rapid rise in com- 
modity prices, the speculative mania which 
developed in men’s minds, the lack of clear 
understanding of conditions brought about 
by the war, and the mistaken notion that 
the whole civilized world must feverishly 
produce goods to replace the shortages of 
the war period, brought us abruptly into the 
crash of 1920. At that time bank reserves 
were down, interest rates were soaring, credit 
was frightfully over-extended, and corpora- 
tions the country over were tied up with 
so-called frozen assets. The cost of living 
had risen perpendicularly and society as a 
whole was directly headed toward an im- 
possible position. 

Today the fundamental financial and eco- 
nomic conditions are largely reversed. In- 
stead of a shortage of capital and credit, 
we still have an abundance. Instead of 
soaring interest rates, we see commercial 
paper below 4 per cent. Instead of pro- 
hibitive commodity prices, we witness an 
adjustment largely in accordance with de- 
mand and supply, and fluctuations in prices 
responding not to profiteering influences nor 
to manipulation, but to natural causes. 

In 1919 and 1920 civilization in Europe 
was wandering in the wilderness. Inflation 
dominated everything on the European con- 
tinent, and conditions generally were get- 
ting worse instead of better. Russia had 


against stockholders at the proper time and 
to require removal of incompetent or dis- 
honest officers under penalty of confiscation 
of assets for the benefit of depositors, great 


improvement would result. While the ex- 
pense of such a plan would be greater than 
that now borne by banks of the Northwest 
for state and national supervision, let it be 
said that they could better afford to pay 
four or five times the present cost of super- 
vision than to again suffer the cost of busi- 
ness lost because of the suspicion and dis- 
trust of banks resulting from the numerous 
failures which have occurred. 

Judging from the widespread but unjust 
criticism to which the Federal Reserve 
Banks have been subjected both during and 
since the war, in Congress and out of it, 
perhaps it may not be wide of the mark to 
prophesy that their existence beyond the ex- 
piration date of present charters may be 
doubtful. We cannot overlook the fate of 
the United States banks which functioned 
only briefly heretofore. 

It is also clear that with the return of a 
cycle of prosperity already begun, bankers 
readily forget benefits received, manage- 
ments change and history starts on its round 


not settled down to any definite trend; the 
German problem was daily growing worse; 
Italy was in the throes of revolution; Cen- 
tral European problems seemed to threaten 
new wars, and the economic condition of all 
European peoples was hopelessly uncertain. 

Today, on the other hand, we witness a 
complete reversal of all this. It can be confi- 
dently proved from practically all angles 
that a European renaissance is really under 
way. We may for a generation witness 
minor unsettlement in Europe and difficulty 
after difficulty in the final adjustment of 
her problems, but it is clear to every fair- 
minded student that she is definitely enter- 
ing a period of restored stability. 

Much space could be consumed in point- 
ing out in detail the many factors which 
go to confirm this broad optimistic view. 
But the vital things in a big situation 
are always the big things, and practically 
every big thing in our present situation 
bears a constructive tinge. Consequently 
we are justified in taking a broadly op- 
timistic and hopeful view of business and 
financial conditions in this country for the 
next year or two at least. Of course, we 
all recognize that periods of prosperity are 
in time overdone; that prosperity brings, 
in the long run, a reversal of trends to 
some extent; that men, being human beings, 
are as a whole shortsighted, and in times 
of health become over-optimistic, just as 
in times of unhealth they become over- 
pessimistic. 

In time this period which we are now 
entering will, no doubt, become unhealthy. 
As long as men are as they are, they will do 
things which will invite reaction or disaster. 
But usually the signs of wunhealth in a 
business or industrial revival come to the 
surface more or less clearly well before the 
period of expansion culminates. No such 
signs are in the sky at the present time. 
It seems unlikely, viewing the situation in 
all its aspects, that unhealthy factors can 
develop for a good while to come. Certainly 
hardly during the year 1925. 


of repetition. Even during the past few 
disastrous years many state bankers failed 
to recognize the benefits of membership. 
How much more difficult will it be to make 
membership attractive in the years to come? 

Once the public should become aware of 
the close supervision of member banks by 
the district institutions there would be a 
marked change in attitude. People look 
with favor upon agencies employed in the 
important business of their protection. There 
would likewise be rapidly developed confi- 
dence in member banks, enough no doubt, 
to attract non-members who would appre- 
ciate the prestige which membership would 
give. 

If depositors were aware of the operation 
of such a plan as has been suggested, and 
realizéd that the boards of Federal Reserve 
Banks deemed the protection of the public a 
primary duty, and continuance of an un- 
sound bank a menace, and that such latter 
institutions would be closed and liquidated 
while their assets were yet sufficient to pay 
deposits, a long step would be taken toward 
a system of sound guaranty and the Federal 
Reserve System would become and remain 
extremely popular. 
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The Fundamentals of Trust 


Accounting 


By MAURICE E. REEVE 


Trust Officer, Union National Bank, Philadelphia, Pa. 


In the Organization of a Personal Trust Department Consider- 
ation Must be Given Safety, Practicability and Provision for 


Expansion. 


Principles of Accounting System in Use in Over 


a Hundred Institutions. Description of the Necessary Books. 


NE of the greatest problems and 

a most important one to any bank 

doing a fiduciary business, is the 

selection of a proper and adequate 
trust accounting system. 

Several lengthy books, containing much 
information relative to accounting methods 
and the operations of trust departments, 
have been published in past years. The va- 
rious authors almost without exception 
have discussed the subject from the stand- 
point of trust departments with assets of 
one hundred millions or more. But of the 
many thousand financial institutions in the 
United States exercising fiduciary powers 
there are probably not more than 200 hav- 
ing trust assets totaling such an amount, 
and these are concentrated in a few of 
the larger cities principally on the Atlantic 
Seaboard. The purpose of this article is 
to present and discuss fundamentals of 
trust accounting which are thoroughly prac- 
tical and adapted to the use of all trust de- 
partments. 

The accounting methods now in use by 
trust companies and banks in their trust de- 
partments have, as yet, not reached the 
same point of standardization and perfec- 
tion that exists in commercial bank ac- 
counting throughout the country. Each 
company has a system which it is thought 
meets its own individual needs, and as a 
result we find almost as many personal 
trust accounting systems in use as there are 
trust departments. Many of these systems 
are antiquated and have become outgrown 
by increased business. Many do not con- 
tain the necessary safeguards for the proper 
protection of either the company or the 
beneficiaries and it may be conservatively 
stated that a large portion of the hundreds 
of millions of trust assets held by corporate 
fiduciaries are not surrounded by suitable 
accounting practices and physical safe- 
guards. 


Dangers from Dormancy 


HE dormant nature of many trust 

estates, together with the manner in 
which the cash and investments are handled 
by many institutions, makes for a condi- 
tion that allows these assets to be more 
easily manipulated, and defalcations more 
easily covered, for a longer period of time, 
than in probably any other department of 
a bank or trust company, and therefore, if 
for no other reason than the attainment of 


maximum safety, it is important that proper 
accounting procedure be used. 

As the accounting process for corporate 
trusts is a comparatively simple matter, we 
will discuss only the principles of personal 
trust accounting, which include such ac- 
counts as trustee, executor, administrator, 
guardian, attorney in fact, agent and re- 
ceiver, and these principles are the same 
for all institutions, whatever their size and 
in whatever state they may be operating. 

Every trust officer who wishes his Per- 
sonal Trust Department to operate in a care- 
ful and expeditious manner, and who is 
also building for the future, must give 
earnest consideration to the three following 
fundamentals: Safety; Practicability; Pro- 
vision for Expansion. 

The primary tenet is safety. In most in- 
stances, the fiduciary is acting for a de- 
ceased person and therefore for one who 
placed his confidence in the bank by charg- 
ing it with the management of his estate. 
That this confidence shall not be misplaced, 
it is incumbent upon the fiduciary to place 
every possible safeguard around the hand- 
ling of its trust funds, keeping ever in mind 
the fact that the administration of trusts 
is the most sacred function which a banking 
institution is called upon to perform. 

Of almost equal importance is  prac- 
ticability. Accounting that entails the use 
of unnecessary records and detail is just 
as impractical as one that does not pro- 
vide for sufficient detail to show the condi- 
tion of a given trust without too much 
searching and figuring on the part of those 
connected with the trust department. Many 
national banks pay exorbitant fees to those 
who design their trust accounting systems, 
which in some cases are entirely too com- 
plicated for use in a small trust department. 
The ideal system is one from which can 
be ascertained, with the least possible ef- 
fort, the total liabilities and total assets of 
the department, together with the liability 
of the fiduciary in connection with each in- 
dividual trust, a record of its assets, listed 
as to their kind, and the amount of cash 
on hand, properly divided as to principal and 
income. 

And the third fundamental is provision 
for expansion. The usefulness of any sys- 
tem is greatly reduced if it will not permit 
expansion to an almost unlimited extent, 
without necessitating major changes in its 
operation. Though the trust department is 
usually of more or less slow growth, I 
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know of instances in which, through un- 
expected death, the problem of increased 
business, in a small trust department, has 
become a serious one almost over night, 
and some of the large fiduciary companies 
in Philadelphia have spent many thousands 
of dollars in re-constructing their account- 
ing structures to properly handle increased 
business, which should have been previously 
anticipated. 

If these three fundamentals are made the 
basic principles of any trust department, 
its current operation and its subsequent 
growth and expansion will be a matter of 
little concern. 


Standardization Among 
Member Banks 


HILE I was connected with the Feder- 
al Reserve Bank of Philadelphia, it 
was my privilege to have been actively en- 
gaged in a successful effort to foster the 
standardization of trust accounting among 
the member banks, especially the national 
banks. This idea met with such approbation 
that upward of one hundred institutions are 
now using identical accounting principles 
in the operation of their trust departments. 
Let me illustrate the practical applica- 
tion of these fundamental principles by 
giving a short description of the accounting 
system now being used by these institutions. 
The books and records necessary for its 
operation are as follows: Journal; Docket 
Sheet; Asset Sheet; Trust Ledger Sheet; 
General Ledger; Statement of Condition. 

The docket, asset, and trust ledger sheets 
are the primary records around which this 
system is constructed. They are loose 
leaf in form and are placed in the binder in 
the order named. That is to say, the three 
sheets are used for each trust and are kept 
in the binder in alphabetical arrangement 
under the name of the trust. 

The docket, designed for trusts of any 
nature, either court or voluntary, is used 
as a place of record for general informa- 
tion in connection with the trust, and upon 
it is usually entered the title of the trust, 
the date of the death of the decedent or the 
date of execution of the trust agreement, 
the general status of the estate at the time 
of the appointment, the date and record of 
the probate of the will, the power of in- 
vestment, the names and addresses of parties 
in interest, the date of birth of minors, the 

(Continued on page 528) 
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Some Effective Ways to Advertise 
a [rust Department 


By HAROLD B. ALLEN 


Trust Officer of the First National Bank of Kalarftazoo, Mich. 


Advertisements and Educational Articles in Local Newspapers 
Create a Desire for More Detailed Information Which May Be 
Supplied in Talks Given Before Luncheon Clubs, Civic Clubs and 
Women’s Organizations. The Policy of Personal Solicitation. 


ROBABLY no service which national 

banks are now enabled to render is as 

little understood upon the part of the 
general public as that of the trust depart- 
ment. The commercial department with its 
subsequent services has been with us since 
the opening of the first bank under a na- 
tional charter. The savings and safety de- 
posit departments developed but a few years 
later. But the trust department brings to 
the bank’s customers an entirely new group 
of services, and consequently we find that 
the value of these services must be brought 
home to those whom we hope to secure as 
customers of this department. 

Perhaps in Kalamazoo this situation has 
been more pronounced than in cities in other 
states. State banks in Michigan are not per- 
mitted to act in trust capacities. Trust com- 
panies, on the other hand, cannot do a bank- 
ing business. This situation has limited the 
number of trust companies in Michigan to 
twelve, only five of which are outside of 
Detroit. Consequently there has been a lack 
of publicity and a subsequent lack of knowl- 
edge concerning the services the trust com- 
pany or trust department has to offer. 

The trust department of The First Na- 
tional Bank of Kalamazoo, beginning opera- 
tion three years ago, had first of all the 
problem of acquainting Kalamazoo’s citizens 
with the new services the bank was enabled 


to render. 


Three Years of Publicity 


N order to remedy this lack of knowledge 

of trust services a broad yet economical 
educational campaign was inaugurated. In- 
asmuch as this plan of publicity has been in 
operation during the three years of the trust 
department’s existence perhaps the publicity 
of the trust department may be considered by 
surveying briefly the methods that have been 
and are being used in the development of 
this particular department. 

First of all, arrangements were made with 
the local paper to run a series of news ar- 
ticles explaining trust services concordantly 
with advertising copy concerning the neces- 
sity for making a will, the advantages of 
naming a corporate executor, and the other 
usual trust publicity features. A policy of 
running newspaper copy each Wednesday 
and Sunday was followed. 

Soon there developed a desire to learn just 
what services the trust department had to 
offer. Upon invitation talks were given be- 


fore the various luncheon clubs, business or- 
ganizations, women’s clubs and other civic 
organizations. 

For publicity value, care was taken that 
each talk be reported in the newspapers. 
The public and school libraries became in- 
terested and requested trust literature for 
their files. Requests were received for speak- 
ers to appear in the schools. There was 
evidenced a decided desire for trust informa- 
tion. 

A direct-by-mail trust campaign was also 
utilized, and to a thousand carefully chosen 
prospects trust literature was mailed month- 
ly. This mailing list was compiled chiefly 
from safety deposit box renters. It was 
known that they were already interested in 
the bank, and that they had at least some 
personal property. Other names were se- 
cured from the commercial and savings de- 
partments and from the city tax lists. In 
addition to the general trust literature, a 
master booklet was prepared for distribution 
to those showing an interest in trust services. 

Window displays were also utilized in dis- 
tributing trust literature. This medium has 
been found a valuable means of publicity. 
Each display of booklets brings several pros- 
pects into the trust department and adds new 
names to the mailing list. 


Attitude Toward Attorneys 
GIMULTANEOUSLY with the beginning 


of the direct-by-mail campaign, each at- 
torney was visited and the bank’s attitude 
toward members of the bar was explained. 
No wills were to be drawn in the trust de- 
partment—each individual was to be _ re- 
ferred to his attorney. The attorney draw- 
ing the’will or other trust instrument was to 
be retained in all legal matters pertaining to 
that particular estate or trust. This plan re- 
sulted. in the active cooperation of the attor- 
neys. They immediately perceived that the 
trust department, rather than being a com- 
petitor, was actually developing business for 
them. It is felt that the best publicity the 
department has obtained is this cooperation 
of members of the bar. Attorneys who have 
no other connection with the bank than 
through the trust department are continually 
suggesting the bank when the question of 
naming the executor, is broached by their 
clients. Instances in which the bank has had 
the opportunity to retain the attorney after 
the death of the testator have served to 
cement even further the friendship and co- 
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operations of the attorneys. Recently an at- 
torney in one week delivered three wills to 
the trust department, in which the bank was 
named executor. The attorney and two of 
those whose wills were deposited were not 
regular customers of the bank. 


Feline organization from which the 
trust department has secured coopera- 
tion is the Insurance Underwriters Associa- 
tion. The services of the trust department 
in connection with trusteeing life insurance 
was explained before the association and a 
number of insurance trusts have resulted. 
In several instances the will naming the 
bank executor and trustee has been deposited 
at the same time the trust agreement was 
deposited. The fact that a number of in- 
surance salesmen are suggesting the bank as 
trustee and executor cannot help but prove 
beneficial. At times trust literature dealing 
with life insurance has been furnished in- 
surance salesmen for distribution among 
prospects. 

Only in this indirect manner has personal 
solicitation been carried on. In no case has 
any prospect been approached personally by 
a representative of the bank. Perhaps a dif- 
ferent attitude might profitably be taken by 
trust departments in larger cities, but in a 
city the size of Kalamazoo, it was feared 
that personal solicitation might prove repel- 
lant and was therefore considered inad- 
visable. 

Another source of publicity has been the 
relations with banks in smaller cities and 
villages near Kalamazoo with the trust de- 
partment. These banks have deposited se- 
curities for safekeeping and the collection of 
income, the fee charged by the trust depart- 
ment being offset by the insurance saved the 
bank located in a locality having higher in- 
surance rates. The handling of such trusts 
has given the bank contacts with officers and 
directors of these banks which have proven 
very profitable. 


Estate Has Benefit of a 
Committee 


publicity of the trust department has, 
in general, been based upon the afore- 
mentioned mediums. From the standpoint of 
specific publicity, direct-by-mail advertising 
has been chiefly relied upon, newspaper pub- 
licity coming second. Throughout the ad- 


(Continued on page 523) 


Bonus Certificates as Collateral 


By BRUCE DAVENPORT 


Dispatch of the First of Four Million Adjusted Compensation 
Certificates from Washington Brings Problems to Banks. Vet- 


erans Seek Way to Borrow on Paper Which is Without Value 


For Two Years. 


HE first of the soldiers’ bonus cer- 
tificates, crisp and fresh from the 
Federal bureau of engraving, has 
been sent out from Washington to 
veterans who served in the world war. The 
certificates are impressive in appearance and 
look to the unpracticed eye like Liberty 
Bonds. But, unlike the Liberty Bonds, the Ad- 
justed Compensation Certificates, as they are 
officially designated, have no present cash 
value. It will not be before 1927 that the 
holders of the bonus certificates can borrow 
on them, and they will not mature until 
twenty years after the date of issue. 

With the receipt of the bonus certificates, 
the first of the problems that the American 
banks will face in dealing with these se- 
curities has developed. For already veter- 
ans, in possession of the certificates, are ap- 
proaching the banks to ascertain if there is 
not some way in which they can obtain 
money on them in anticipation of their 
maturity about twenty years hence. Others 
desire the banks to take the certificates for 
safekeeping. 

It was the plain intention of Congress, 
when it passed the bonus bill, that the banks 
should play the major part in making 
the benefits carried in the legislation avail- 
able to the millions of America who 
bore arms in France or prepared in this 
country for service overseas. It was stipu- 
lated in the law that after the expiration 
of two years after the date of the certifi- 
cate any national bank, or any bank or trust 
companies incorporated under the laws of 
any state or territory, was authorized to loan 
to any veteran upon his promissory note, 
secured by the adjusted service certificate, 
any amount not in excess of the loan basis 
printed upon the face of the certificate. 
This loan basis is the same as that which 
a 20 vear endowment insurance policy would 
have, or 90 per cent of its reserve value. 


Two Years Breathing Spell 


_— two years intervening was inserted 
in the law for the purpose of giving 
the Veterans Bureau an opportunity to receive 
the applications of the veterans for the cer- 
tificates and to permit the Treasury and 
the banks to prepare for the operation. The 
act was passed under pressure, and it is 
generally conceded that the framers of the 
measure did not give a great deal of thought 
to how the Treasury would finance the pay- 
ment of the bonus. 

Just now there is one feature of the act 
that stands out, from the viewpoint of the 
former soldier who would like to cash in 
on his certificate. It cannot be used as the 


basis for a loan when presented to the banks 


or to anyone else. For the certificates are 
not negotiable and will not have any legiti- 
mate loan value until two years from the 
date upon which they are issued. General 
Frank T. Hines, director of the Veterans 
Bureau, has already issued statements, warn- 
ing the veterans and the public against at- 
tempts to negotiate or assign these certifi- 
cates in order to anticipate payment upon 
them. 

Under the terms of the law, the veterans 
may change the name of the beneficiary with 
or without the consent of the beneficiary 
first named or even thereafter. This pro- 
vision is understood to have led to offers 
on the part of some misguided veterans 
for the naming of beneficiaries for a con- 
sideration. The Veterans Bureau has an- 
nounced, however, that “the nomination of a 
beneficiary for a consideration paid the vet- 
eran would be a negotiation made in vio- 
lation of the law and would be illegal, and 
as the designated beneficiary may be changed 
at any time and by the veterans, with the 
approval of the director, any individual ac- 
cepting the certificate as security for a loan 
upon consideration of being named as bene- 
ficiary, has no protection whatever in his vio- 
lation of the law. In other words, the 
World War Adjusted Compensation - Act 
does not provide for any other method of 
securing money on an Adjusted Service Cer- 
tificate than that stated in Section 502 of 
the act, which is printed upon the face of 
each certificate.” 


The First Draft 


HILE the bonus does not mature in 

its entirety for twenty years, the first 
draft was made on the Treasury on the 
first of January, when $100,000,000 appro- 
priated by Congress was available to serve 
as the initial part of what promises to be 
a four billion dollar charge on the tax- 
payers. Congress, in passing the bonus bill, 
stipulated that the Treasury should invest 
enough each ‘year in interest-bearing se- 
curities of the United States to pay the 
face value of each certificate when it 
matured, or on the prior death of the vet- 
eran. It was estimated that $100,000,000 
invested each year and drawing interest at 
the rate of 4 per cent would provide just 
enough money to pay off all the claims 
that would be made against the fund, but 
unless the money was kept steadily employed, 
there would not be enough. 

The terms laid down by Congress imposed 
what was termed by some a “financial ab- 
surdity” upon the Treasury. The Treas- 
ury was directed on the first of each year 
to purchase Federal interest-bearing securi- 
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Banks May Take Them for Safekeeping. 


ties for the fund. The only interest-bear- 
ing obligations out were the Treasury cer- 
tificates and notes and the Liberty bond is- 
sues. In the times of easy money, the Lib- 
erties, which would provide 4 per cent in- 
terest, were selling above par, and the Treas- 
ury cannot buy in government securities at 
an average of more than par. Furthermore, 
it was obvious that if the Treasury had to 
enter the market on the first of every year 
and buy up $100,000,000 in Liberties, it 
would send the market up. Due to the fact 
that it must have ready cash to pay off the 
certificates from time to time as the veter- 
ans die, the Treasury must sell these se- 
curities to obtain the necessary funds. If it 
should be forced to unload any considerable 
amount this would tend to send the market 
down. 

It was apparent that the act had brought 
with it certain perplexities, but late in 1924 
it was learned that Secretary of the Treas- 
ury Mellon and his aides in fiscal affairs 
had devised a way of getting around these 
difficulties. To take care of the bonus the 
Treasury did an adroit piece of financing, by 
creating a special security to provide the 
funds needed. 


Mr. Mellon Describes 
Financing 


He is the way that Secretary Mellon 
describes the financing of the bonus: 

“The Adjusted Compensation Act pro- 
vides for an appropriation on the first of 
January in each year to the Adjusted Ser- 
vice Certificate Fund of an amount, based 
upon the American Experience Table of 
Mortality, which, if kept invested at 4 per 
cent compounded annually, would be suff- 
cient to pay the face value of the Adjusted 
Service Certificates upon their maturity in 
twenty years or upon prior death of the 
veteran. The Secretary of the Treasury is 
authorized to invest and reinvest the moneys 
in the fund in interest-bearing obligations of 
the United States and to sell those obliga- 
tions for the purpose of the fund. 

“In order that the fund shall be suff- 
cient to meet the payments in accordance 
with the plan outlined by the act, it is nec- 
essary that the moneys be invested when 
received and kept invested until payments 
out of the fund are required. No purpose 
is gained by the investment of the fund in 
securities returning more than 4 per cent 
compounded annually, since this would sim- 
ply mean an accumulation in the fund of 
more money than was necessary to meet pay- 
ments. On the other hand, if less than 4 
per cent compounded annually is received, 
the fund will be insufficient to meet all pay- 
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ments to become due. There are no gov- 
ernment securities in the hands of the public 
bearing interest payable annually (as distin- 
guished from semi-annually) and none which 
give the exact return of 4 per cent annually 
on their market price. During each year 
the fund will be drawn upon to pay certifi- 
cates matured on account of death, and this 
continuous liability will require almost daily 
realization of cash, which can only be ob- 
tained by the sale or redemption of securi- 
ties in the fund. The greater part of the 
fund will remain intact until the maturity 
of the certificates at the expiration of twenty 
years, at which time cash will have to be 
realized. Since the securities then in the 
fund will probably not be suited to existing 
market conditions, the likely solution at that 
time will be for the Treasury to redeem the 
securities in the fund with the proceeds of 
new securities which will meet the market 
then existing. It is apparent, therefore, that 
the purchase for the fund of any of the 
present outstanding government securities 
will not meet the exact requirements of the 
fund and will probably be unsatisfactory for 
sale when on maturity of the certificates the 
major fiscal operation to provide cash must 
be undertaken. 


Upsetting the Market 


66 F the Treasury were in the govern- 

ment bond market on the first of Janu- 
ary in each year to buy $100,000,000 of 
its securities, the purchases could not be 
made in one day, nor could such a large 
order be filled without unduly increasing 


the market price which the fund would have 


to pay. If, also, the Treasury in the course 
of the year was required to sell securities 
to provide the fund with cash, the tendency 
would then be to depress government securi- 
ties on the market. So if the practice of 
buying and selling on the open market were 
used, the Treasury would be continually pur- 
chasing on a high market and selling on a 
low market. 

“The $100,000,000 called for by the Ad- 
justed Compensation Act for Jan. 1, 1925, 
was authorized by the deficiency appropria- 
tion bill signed Dec. 5, 1924. The Secre- 
tary of the Treasury has invested this sum 
in $50,000,000 par amount five-year special 
Treasury notes, dated Jan. 1, 1925, and pay- 
able Jan. 1, 1930, and in $50,000,000 par 
amount special Treasury certificates of in- 
debtedness, payable one year from date, with 
right in each case of certain prior redemp- 
tions. Both securities call for interest at 4 
per cent per annum, payable annually, or 
on the prior redemption of the security. It 
is expected that these special certificates 
of indebtedness will be redeemed from time 
to time during the year to provide the fund 
with cash with which to meet current obliga- 
tions; that any such certificates remaining 
unredeemed at the expiration of the year 
will be refunded into other certificates or 
into notes; and that at the maturity of the 
notes they will be refunded into securities 
of similar tenor, until payments become due 
on the maturity of the Adjusted Service 
Certificates some twenty years later. 


The Method’s Advantages 


wa ino method of handling the Adjusted 
Service Certificate fund has the fol- 
lowing advantages: 


“The securities exactly fit the actuarial 
requirements which are by law made the 
basis for fixing the appropriations for the 
fund. 

“The bond market is not disturbed by a pur- 
chase of a very large block of securities early 
in January and by a subsequent continuous 
pressure for the sale of securities to provide 
cash for the fund throughout the year, the 
effect of which would be buying on a high 
market and selling on a low market. 

“Commissions to brokers on the purchase 
and sale of government securities are saved. 

“It is not necessary to borrow on Dec. 15 
(the usual financing day nearest Jan. 1) ad- 
ditional cash and carry this cash, with a 
consequent loss of interest, until it can be 
invested in government securities on the mar- 
ket after the first of the year, when the ap- 
propriation becomes available. 

“Cash demands of the fund can be imme- 
diately satisfied by the redemption by the 
Treasury of the special certificates of in- 
debtedness and the whole plan has great 
flexibility. 

“When the Adjusted Service Certificates 
mature about 1944, the Treasury will be in 
position to do the necessary financing to 
meet the conditions then existing, without 
being compelled to sell a lot of miscellane- 
ous government securities perhaps unsuited 
to the market and to the Treasury’s pro- 
gram. 


The First Operation 


6677 HE working of this plan can best 
be illustrated by its first operation. 
On Dec. 15, 1924, the Treasury, in addi- 
tion to any money to purchase investments 
for the fund, required $225,000,000 to carry 
it through to the next financing period in 
March, 1925, and sold for cash about $225,- 
000,000 of its 4 per cent bonds of 1944-54. 
As of Jan. 1, 1925, the Treasury sold to 
the fund $100,000,000 of its special notes 
and special certificates of indebtedness, mak- 
ing total sales in December and January 
of $325,000,000 of government obligations. 
This was the plan actually used. Had the 
other method of applying the appropriation 
to the purchase of securities in the open 
market been adopted, the Treasury would 
have had to sell for cash $325,000,000 of its 
bonds on Dec. 15, 1924, and consequently 
would have lost the interest on $100,000,- 
000 from Dec. 15 until the securities for the 
fund could be bought on the market after 
Jan. 1, 1925. There is, as will be noted, 
no difference in the final amount of public 
debt incurred between the plan of selling 
special securities direct to the fund and the 
plan of using the fund to buy securities in 
the market. In either case the fund would 
hold $100,000,000 of government obligations 
and there would be $100,000,000 less of such 
obligations in the hands of the general pub- 
lic. It seems quite clear, therefore, that the 
sale of the special securities direct was 
the only feasible way of handling the in- 
vestment required by the Congress.” 

The estimates vary as to what the sol- 
diers’ bonus ultimately will cost the country, 
ranging from 3 to nearly 4% billions of 
dollars. While it is figured that 4,031,468 
persons are entitled to the benefits of the act, 
only 60 per cent of these had applied for the 
certificates late in January, but the applica- 
tions were rolling in at the rate of 15,000 
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daily. The average value of the bonus has 
been estimated by the actuaries at about $988 
each, if the certificates are held until matur- 
ity. After deducting 60 days of service, the 
former soldiers are given additional com- 
pensation at the rate of $1 a day for ser- 
vice in the states and $1.25 a day for ser- 
vice overseas, but it is provided that the 
maximum amount of the credit of a veteran 
who performed no overseas service shall not 
exceed $500, and the limit on the A. E. F. 
bonus is fixed at $625. The veterans are 
entitled to a certificate having a face value 
equal to the amount in dollars of 20 year 
endowment insurance that the amount of his 
credit increased by 25 per cent would pur- 
chase at his age on his birthday nearest the 
date of the certificate. 


Where the Banks Come In 


FTER two years the certificates will 

have loan values, and so Congress ar- 
ranged that the banks will be called upon 
to make the loans. It was provided, how- 
ever, that the banks could not charge a rate 
of interest of more than 2 per cent above 
the rate charged for the discount of 90-day 
commercial paper by the Federal Reserve 
Bank for the reserve district in which the 
bank is located. Any note, secured by a 
bonus certificate, was made eligible for re- 
discount at the Federal Reserve Bank. In 
order to prevent the American financial sys- 
tem from getting in a frozen credit condi- 
tion, the act stipulated that if the veterans 
do not pay the principal and interest of the 
loan upon its maturity, the bank holding the 
note and certificate may, at any time after 
the maturity of the loan, but not before the 
expiration of six months after the loan was 
made, present them to the Director of the 
Veterans Bureau. The director, if he so 
elects, may accept the certificate and note, 
pay off the bank and cancel the note. How- 
ever, the director is required to restore the 
certificate to the veteran at any time before 
it matures if the veteran reimburses the gov- 
ernment for the money it paid the bank in 
cancellation of his note, plus interest on 
the amount at the rate of 6 per cent, com- 
pounded annually. Likewise, if the veteran 
dies while the director holds the certificate 
that came to the government through his 
failure to pay the principal and interest of 
the loan, the government is bound to pay the 
ex-soldier’s estate the difference between the 
face of the policy and the amount that the 
Veterans Bureau paid the bank, plus interest 
at the rate of 6 per cent on this amount. 
The government does not want to take ad- 
vantage of the veterans, who use their cer- 
tificates as the basis of a loan and lose them 
through non-payment of the principal and 
interest. Inasmuch as the Veterans Bureau 
will obtain more money for its fund by pur- 
chasing the notes from the bank, it will have 
an incentive to follow this practice. 

With four million certificates extant, it 
may be readily imagined the volume of loans 
that the country’s 30,000 banks will be 
called upon to make during the years fol- 
lowing 1927. 

A number of banks have already an- 
nounced their willingness to act as deposi- 
tories for the Adjusted Compensation Cer- 
tificates. The Veterans Bureau has informed 
the banks that it has no objection whatever 
to the performing of this service. 
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Many New State Banking Laws 
Are Foreshadowed 


Legislatures in Forty-two States Convene During 1925. 


Thor- 


ough Going Revisions of Codes in Many States. Trend Is Toward 
Strengthening Office of Bank Commissioners, Obtaining More 
Equitable Tax Systems and Fighting Spread of Guaranty Laws. 


HE year of 1925 may be notable 
for the amount of new banking 
legislation written upon the state 
statutes. 

The lawmakers in forty states convened 
in January to consider the need for new 
legislation. The Florida Legislature will 
meet in April while the Georgia Legislature 
will begin its deliberations in June. In only 
six states—Alabama, Kentucky, Louisiana, 
Maryland, Mississippi and Virginia—will 
there be no session of the legislatures. 


Trend of Legislation 


SURVEY of :the legislation that is to 

be pressed discloses that there will be 
a rather general movement on the part of 
the states to strengthen the offices of the 
Commissioner of Banking, to free it from 
political influences, and to invest the chief 
examiner with greater discretionary powers. 
Sweeping revision of the banking codes in 
several states has been projected, the pur- 
pose being to modernize the statutes in line 
with advanced banking practices. 

There was a prospect of hot fights in 
several states over bank guaranty legisla- 
tion. The state bankers of Texas announced 
that they will wage a determined campaign 
to wipe the Guaranty Fund Law off the 
statute books, asserting that, after four- 
teen years of operation in Texas, it has 
been a failure and has cost the solvent 
banks an assessment exceeding $10,000,000. 
On the other hand, moves are under way in 
a number of states to extend the practice, 
now in effect in seven states. In these 
states the bankers generally are lining up 
their forces to defeat the proposed legisla- 
tion—or, where it seems inevitable that the 
advocates of guaranty fund measures will be 
successful in carrying out their plans through 
to completion, to amend the bills in such a 
way as to free the legislation of the most 
obnoxious features. 

In Montana the enactment of this law is 
threatened for the fourth time. In Arizona 
and other western states there is more or 
less agitation for the measure. In Nebraska 
a refinement of the Guaranty Fund law is 
to be sought. 


Survey by States 
COMPREHENSIVE idea of what 


some states may add in the way of 
banking legislation is given in the follow- 
ing statement: 
“With the exception of a _ proposed 
guaranty law, which, like the poor, we have 


with us always, I know of no contemplated 
amendment to our present banking code,” 
Morris Goldwater, secretary of the Arizona 
Bankers Association, stated. 

“The Colorado Bankers Association, 
through its executive council, has approved 
of two constructive measures to be pre- 
sented to the State Assembly,” W. O. Jen- 
kins, of Central City, chairman of the legis- 
lative committee, announces. 

“The first is a bill for an act relating 
to banks and bankers, and providing that 
claims on checks, drafts or other negotiable 
instruments issued by any bank or trust 
company in payment of, or exchange for, 
checks, drafts or other negotiable instru- 
ments deposited for collection shall be en- 
titled to preferred payment on the insol- 
vency thereof. We shall make a very strong 
effort to pass this bill and thereby fix ex- 
actly the status of items sent for collection. 
Receivers of failed banks have generally 
held such items to be common claims, which 
is wrong from every point of view. 

“The second provides a method of regis- 
tration of public bonds with the proper 
official, if so desired. We expect to have 
to resist much adverse legislation during 
the coming session, but just what its nature 
is is not yet revealed.” 

The General Assembly of Delaware will 


In 42 States 
URING 1925 the legisiatures 


in all except six states will be 
in session. It is likely that a vast 
number of new banking laws 
will find their way into the 
statute books. The state bankers’ 
associations in most states have 
taken the initiative to bring about 
the enactment of new laws to 
improve the condition of the 
banks and to add to the protec- 
tion of the depositors. In re- 
sponse to requests from the edi- 
tor of the American Bankers As- 
sociation Journal, than 
twenty-five of the state associa- 
tions sent in a brief digest of 
their plans. By the time this ap- 
pears, perhaps, some of the pro- 
posals will have crystallized into 
law. 


be requested by the legislative committee 
of the Delaware Bankers Association to 
adopt a bill dealing with the marketing of 
worthless securities, Henry Ridgely, of 
Dover, chairman, states. 

The convening of the Georgia Legislature 
is so far off that no legislative program has 
been mapped out by the state bankers’ com- 
mittee, according to Haynes McFadden, 
secretary of the Georgia Bankers Associa- 
tion. The Legislature will hold no meeting 
until June so the plans for that session 
will be taken up at the annual convention 
to be held in the spring. 


Iowa Seeks Changes 


667 T has been the thought of the legisla- 

tive committee to go rather slowly in 
urging much new legislation at this com- 
ing session of the Iowa Legislature, inas- 
much as at a special session held in the 
beginning of 1924 a bill was passed amend- 
ing our taxing laws in this state as to the 
taxation of banks, also readjusting the 
salaries of our state bank commissioner 
and his deputy examiners,’ George J. 
Schaller, of Storm Lake, chairman of the 
legislative committee, states. 

“There are, however, a few measures that 
will be brought up for consideration, fore- 
most among which I believe is one that will 
be sponsored by our state association, doing 
away with the preference of public funds 
in defunct banks. Under recent decision of 
our Supreme Court public moneys are con- 
sidered a preferred claim over other de- 
positors. 

“There has also been suggested that there 
should be an effort made to limit the in- 
terest rate that can be paid on time funds, 
requiring that all funds on which a rate 
of interest is paid greater than 4 per cent 
shall be listed as ‘Bills Payable.’ 

“Proposed legislation that will undoubted- 
ly have to be met and its defeat urged 
include a state guaranty law and a reduc- 
tion in the contract or legal rate of interest 
in Iowa. There will undoubtedly be other 
matters coming up as the session progresses 
but, at the present time, this embodies the 
principal items before our state committee.” 


Illinois to Support Three 
Measures 


66™THE bankers of Illinois have not defi- 

nitely arrived at a legislative pro- 
gram for the coming session of the General 
Assembly, but no doubt will actively sup- 
port three measures which, it is believed, 
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F. B. Stiles, president, South Dakota 
Bankers Association 


will be presented for consideration,” W. A. 
Graetinger, secretary of the Illinois Bankers 
Association, writes. “These are: a bill for 
the creation of a State Police similar to 
those now in force in Pennsylvania and 
some of the other states; a bill for a consti- 
tutional amendment which would permit the 
employment by the General Assembly of 
various methods of taxation or combina- 
tions thereof; a bill to amend the law relat- 
ing to chattel mortgages, providing for their 
acknowledgment before notaries public as 
well as justices of the peace. 

“There has been a thought in the minds 
of many bankers that there should be cre- 
ated a banking department separate from 
the office of auditor of public accounts, in 
whom now rests the supervision of state 
hanks. In view of the fact, however, that 
the office will be occupied by a new in- 
cumbent after January 1 it is thought best to 
postpone any action until he shall have had 
time to acquaint himself with the duties of 
the office and be able to form an intelligent 
opinion as to the effect of the contemplated 
change. The subject will be discussed with 
him at a later date, and it is hoped that 
he will lend his assistance in preparing a 
bill for presentation to the General As- 
sembly, which will convene in January, 
1927.” 

In: Indiana a drive will be made to amend 
the securities law to make it more strin- 
gent. A State Police Bill, to afford greater 
protection to banks from holdups, is on 
the program, and a rather thorough going 
revision of the present banking laws is 
hoped for. 

The recommendation of changes in the 
present code, as supplied by Forba Mc- 
Daniel, secretary of the Indiana Bankers 
Association, digested are as follows: 

“The Charter Board to consist of Gov- 
ernor, Secretary of State and Bank Com- 
missioner. 

“All banks closed by Department of 
Banking or voluntarily to be liquidated by 
Department of Banking at a fixed fee per 
diem for men in charge. 

“Limit of loans to be 20 per cent of 
capital, above which is excess and illegal. 


“Investment in buildings, furniture and 
fixtures not to exceed 50 per cent of capital. 

“Stock owned by directors—5 shares in 
banks of discount and deposit and loan 
and trust companies with $25,000 capital and 
under $50,000, 10 shares $50,000 and under 
$100,000, 20 shares $100,000 and under 
$250,000, over $250,000, 50 shares. 

“The majority of directors must not be 
employees of the institution except for such 
salaries as they receive for directing. 

“Cash reserve 12% per cent of all de- 
posits. 

“Bills payable and rediscounts not to ex- 
ceed capital stock except with written con- 
sent of the bank commissioner. 

“Loans to officers, directors and em- 
ployees not to exceed the aggregate per cent 
of the capital stock. 

“Capital stock, when law provides for 
one-half to be paid in by subscribers, must 
be paid by each individually and not one 
for another. 

“In order to comply with the law and 
examine banks twice each year, it will be 
necessary to increase the examining force 
by two additional examiners. Examiners 
should be paid $2,500 the first year, $2,750 
the second year, and a maximum of $3,000 
the third year and after, in order to offer 
an inducement to good men to stay with 
the department. Inasmuch as all the ex- 
penses of this department are paid through 
fees for examinations and otherwise, this 
does not cost the state a cent, and the banks 
have a right to demand the service to which 
they are entitled. 

“Increase or decrease of capital stock, 
or liquidation of any banking institution, 
may be accomplished by vote of the share- 
holders owning 70 per cent of the capita! 
stock. 

“Calls for bank reports to be the same 
as those issued by the comptroller for na- 
tional banks, with such additional as deemed 
necessary by the bank commissioner.” 


Kansas to Strengthen Laws 


667THE legislative committee of the Kan- 

' sas Bankers Association, so far as it 
introduces new legislation at all, will seek 
not so much to change and certainly not 
revolutionize existing laws as rather to 
strengthen them, and thereby strengthen he 
banking system in this state,” W. W. Bow- 
man, secretary of the State Association, 
stated. “To this end the committee will 
favor the establishment of a banking board, 
advisory to the bank commissioner in the 
administration of all banking laws of Kan- 
sas, and will, in furtherance of this general 
objective, lend favor to all reasonable pro- 
posals looking toward increasing the effi- 
ciency of the department both with respect 
to the number of examiners and their more 
adequate compensation, to the end that well 
qualified men may be attracted to the ser- 
vice and encouraged to continue in it. 

“Of the twenty-five uniform measures 
proposed by the legislative committee of 
the American Bankers Association, eleven 
have already been enacted into law in this 
state. Of the remaining fourteen a number, 
perhaps one-half, probably not more, will 
be introduced.” 

A move to obtain an equitable tax on 
banks will be the object of the Massa- 
chusetts bankers. 
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J. K. McCornack, president, Washington 
Bankers Association 


“Following the muddle into which the 
state taxation of national banks was thrown 
by the passage of the personal income tax 
law in Massachusetts in 1916, and pending 
the settlement of various suits by national 
banks for the collection of taxes alleged 
to have been illegal, a temporary measure 
taxing national hanks, and later trust com- 
panies, was enacted, which is admittedly 
illegal under Section 5219 of the United 
States Statutes as amended at the recent 
session of Congress,” F. W. Denio, chair- 
man of the legislative committee, explains. 

“In an effort to find a legal and fair 

method of taxation of our banking institu- 
tions, the Massachusetts Legislature in its 
1924 Session referred the whole subject to 
a special recess commission. Their report 
has not yet been submitted to the Legis- 
lature. The interest of Massachusetts bank- 
ers will undoubtedly center this year upon 
that report and any legislation which may 
be passed thereon. 
-“At the present writing it is not known 
what the committee’s recommendations will 
be, but the efforts of local associations have 
been, up to the present time, in the direc- 
tion of devising a bill which would tax 
banks exactly the same as business corpo- 
rations, for the association believes there 
is no occasion or justification in taxing 
them at a higher rate.” 


What Missouri Is Seeking 


66], T is the hope of Missouri bankers that 
the next session of the state legisla- 
ture will add several constructive amend- 
ments to our banking statutes,’ W. C. Gor- 
don, president of the Farmers Savings Bank 
of Marshall and chairman of the committee 
on amendments to the state banking law 
of the Missouri Bankers Association, stated. 
“We will seek to have the minimum 
capitalization of a state bank raised from 
$10,000 to $25,000, because the small bank 
is lacking in loaning capacity and an in- 
crease would afford greater service to the 
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Business Which Was Not Sought 


By JOHN C. CAMPBELL 


Superintendent of Escrows, Pacific Southwest Trust & Savings Bank, Los Angeles, Calif. 


Southern California Escrows, an Unsolicited Branch Which 
Grew Out of Real Estate Activity Now a Material Factor in the 
Upbuilding of a Bank Because it Gives the Opportunity to Secure 
the Accounts of Those Who Buy Homes in New Communities. 


HENEVER an instrument is 
deposited with a third party, to 
be by him delivered to another, 
upon the happening of a speci- 
fied event or the performance of a certain 
condition, it is said to be in escrow. 

The term “escrow,” however, is somewhat 
comprehensive in that it covers two transac- 
tions which are widely different. In the one 
case the condition is one which is bound to 
happen and over which the grantee. has no 
control, such as the death of the grantor. 
For example: “A” delivers a deed to “B” 
to be delivered by “B” to “C” upon the 
death of “A.” This condition is entirely in- 
dependent of any action on the part of “C,” 
the grantee in the deed, and in this case title 
passes immediately to “C” upon the de- 
livery of the deed to “B,” subject to a life 
estate in “A.” 

The second type of escrow occurs when- 
ever a deed is deposited with a third party 
to be delivered by him to another upon the 
performance by the grantee of a certain 
specified condition or the happening or fail- 
ure to happen of a specified event within a 
designated time, such as the payment of a 
certain sum of money, or the doing of some 
other specified act. This latter type of 
escrow is the one in which we in southern 
California are chiefly concerned. I shall 
therefore confine my discussion entirely to 
this latter class. 

The elements necessary to constitute this 
type of escrow are: 

Competent parties; a lawful subject mat- 
ter; a valuable consideration; a valid .sub- 
sisting contract between the parties. 

Our experience in practice, however, has 
been that these elements are rarely, if ever, 
all present. The absence of the fourth one 
of these elements, however, changes the le- 
gal aspect of the entire transaction from an 
escrow to something in the nature of another 
form of agency. 


In Every Day Practice 


N every day practice, what are popularly 

termed “escrows,” that type of deal ordi- 
narily handled by title companies and banks 
in this community, are not truly escrows at 
all- They are more in the nature of a de- 
posit, the so-called escrow holder being the 
agent of the seller as to the disposition of 
his deed, and of the buyer as to disposition 
of his money. 

An important question ‘sometimes arises 
as to just when title to property held in 
escrow passes. As a general rule, when a 
deed to land is placed in escrow, no title 
passes until the conditions to be performed 


by the grantee, are so far performed, as to 
entitle the grantee to the possession of the 
deed; but where the conditions of the escrow 
are ones which are certain to occur, regard- 
less of any acts of the parties, title passes 
at the time of the deposit of the deed. If 
all of the so-called escrows which we handle 
were known to be true escrows, this ques- 
tion would not be very difficult to decide, 
but inasmuch as the legal status of these 
so-called escrows are, for the most part, un- 
certain, we prefer to treat them as agencies 
in this regard, and in case of the death of 
the grantor, or dispute between the parties, 
hold the transaction in abeyance. As the 
authority of an escrow holder is strictly 
construed, we prefer to have a court pass 
upon the transaction under these circum- 
stances. In order to permit us to withhold 
performance in cases of this kind, we con- 
sider it essential that we have a saving 
clause to this effect in our escrow instruc- 
tions. 

In southern California very few abstracts 
are used, the evidence of the condition of 
title being chiefly in the form of certificates 
or guarantees, with a growing tendency 
toward the latter. A guarantee of title dif- 
fers from an abstract in that it is a guaran- 
teed opinion as to just what the record title 
is, whereas, an abstract consists of a brief 
statement showing the chain of title, that is 
to say, brief description of the various docu- 
ments of record which go to make up the 
chain of title. In the case of an abstract it 
is necessary that the same be referred to a 
competent attorney before the quality of the 
title may be ascertained, whereas, in the 
case of a certificate or guarantee the issuing 
company either certifies or guarantees title 
to the property (as shown by an examina- 
tion of the records) to be in a certain con- 
dition. 


The Chief Difference 


HE chief difference between “abstracts 

of title’ and “certificates of title,” and 
“guarantees of title and policies of title in- 
surance,” is the difference in the liability of 
the searcher. In the case of abstracts of 
title and certificates of title, the searcher is 
only liable in case of negligence, whereas, in 
the case of guarantees of title and policies 
of title insurance the searcher is absolutely 
liable for any mistakes he may make in 
searching the records, not excepted from his 
examination. 

A title insurance company issues four 
kinds of guarantees, viz: “Guarartees of 
Title’; “Continuation Guarantees”; “Mort- 
gagee Guarantees,” and “Beneficiary’s Guar- 
antees.” 
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In order to protect against matters not 
shown of record but which also may effect 
the title to real property, the title companies 
in this locality issue what are known as 
“Policies of Title Insurance.” The four 
types of policies are: 

“Owners’ Policies of Title Insurance”; 
“Mortgagees’ Policies”; “Beneficiaries’ Poli- 
cies”; “Bond Holders’ Policies.” 

A “Policy of Title Insurance” goes be- 
hind the mere record title, and in addition 
guarantees: The identity of persons exe- 
cuting documents; their legal qualifications 
to do so; the status and legal rights of par- 
ties to a contract; genuineness of the in- 
strument purporting to convey or create a 
lien on the property involved. 

In addition to “certificates of title,” 
“guarantees of title” and “policies of title 
insurance” issued by the abstract compa- 
nies, there is in this locality a form of cer- 
tificate issued by the County Registrar 
of Title under what is popularly known as 
the “Torrens System.” This system became 
effective in this state by the adoption of 
an initiative act known as the “Land Title 
Act” by the people, in 1915. When the prop- 
erty has been registered under this system, 
a “Registrar’s Certificate of Title” is is- 
sued, showing the condition of the title to 
the land. This certificate is issued in dupli- 
cate, the original being kept on file in the 
office of the Registrar of Titles and the own- 
er’s duplicate being delivered to the owner. 
No transfer of title to properly under this 
system is effective unless this “Owner’s 
Duplicate Certificate of Title” is surrendered 
to the Registrar. 


Bank Escrow Practice of 
Recent Development 


P until the latter part of 1919 most of 
the escrows in this locality were han- 
dled by the title companies, but real estate 
transfers at that time increased to such an 
enormous extent that the title companies 
were not then equipped to render the ser- 
vice demanded by the public’ and, conse- 
quently, a great many people took their 
escrows to their banks. The banks did not 
seek this business and, up until a short time 
ago, have not done very much to encourage 
it but, nevertheless, the business seems to 
have come to the banks to stay because a 
great many people seem to prefer to do busi- 
ness of this kind through their own bank, 
and nearly every bank in this locality now’ 
has an escrow department. 
The southern California escrow idea has 
apparently gained favor elsewhere, as hardly 
(Continued on page 510) 
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To Avoid the Fate of the 54 


Minnesota Man’s Plan of Life by Which He Will Enter Upon 


the Time of Waning Strength and Earning Power With Savings 
of $35,194. With an Expected Annual Income of Over 
$2,000. Main Goal Is to Retain Independence in His Old Age. 


F 100 average young men who at 

25 years of age start out vigorous 

and healthy in body and mind, it 

has been claimed that at the age 
of 65 years 54 of the group will be de- 
pendent upon others for support. Some time 
ago the Pioneer Press & Dispatch of Min- 
neapolis conducted a thrift prize essay con- 
test and awarded a first prize of $400 to 
V. E. David of Crookston, Minn., for the 
following essay, entitled “My Plan to Avoid 
the Fate of the 54”: 

“In outlining a life plan to avoid the 
fate of the 54, first I would consider life 
itself. Life is that time which every one 
spends on this earth. It is composed of 
so many days. Every one has this one 
thing in common, ‘A Day with 24 Hours in 
It’ It is how we use. our day of 24 
hours that determines whether or not we 
are successful. Therefore, I start my plan 
with that which is mine—a day with 24 
hours in it. 

“First step of the plan: First I decide 
how I will use each day of my life to 
the best advantage. So I divide the day 
into three equal parts, whereby I find: 8 
hours for my business; 8 hours for rest 
and refreshment, and 8 hours self-improve- 
ment and fellowship. 

“Second step of the plan: From the 8 
hours I spend with my business I derive a 
certain income. From the 8 hours I spend 
in rest and refreshment I derive health, 
physical power and an active mind. From 
the 8 hours I spend in self-improvement 
and fellowship I develop myself men- 
tally to be bigger, better and broader each 
day that I live. I know that if I use 
this portion of the day to good advantage 
it will do more than any other one thing 
to make my life successful. 


Two Sides to Plan 


66TQ ROM this point my plan divides into 

two distinct branches: namely, the hu- 
man side of life and the financial side of 
life. I will discuss each of these. 

“The human side of my plan: I strive to 
develop myself through good-fellowship, 
charity and brotherly love, and I spend a 
good share of my time in the study and 
working out of business methods, scientific 
thought, philosophy, psychology and religion. 

“T know that through these efforts I will 
make myself bigger and better—worth more 
to my business, thereby increasing my earn- 
ing power—and worth more to my country 
as a citizen and get a greater satisfaction 
out of life because of the knowledge thus 
gained. 

“The financial side of my plan: Handling 
personal finances is just as much of a 
business as the Ford Motor Co., the Stand- 
ard Oil Co. or the American Telephone Co. 


“The money we receive for the work we 
perform should be considered of more value 
than merely a means to satisfy the desires 
of the moment. Every cent should be used 
in a part of a constructive plan with some 
definite object in view. 

“Set up a plan; make a budget and try 
to meet the figures set up. If you fail 
one month, revise your figures and try again 
until you strike a balanced percentage, adap- 
table to local conditions that will distribute 
your income to its fullest worth. 

“This I have been endeavoring to accom- 
plish for the last seven years. I am still 
planning and replanning to meet unforeseen 
conditions; but the main plan remains the 
same and my goal remains the same, i.e., 
‘To avoid the fate of the 54.’ 

“Outline of my financial plan: 


Monthly Detail Distribution 


6814 %—Living Expenses 


Per Cent 
5 Water, gas light and telephone. 7.50 
134% Clothing 20.00 
5 Doctor or dentist ............. 7.50 
§ Recreation . 7.50 
6843 per cent. Total ........ $102.50 
10%—Protection for Family 
Life Insurance 
Fire Insurance 
Accident and Health Insurance ...... $15.00 


5%—Education and Advancement 


Lectures 

Books 

1624%—Saving for Future—Savings in 

Bank 

Investments 

Home Building 25.00 

1006:—Total monthly salary........ $150.00 


“Operation of my plan: 

“Figuring that I started my plan at the 
age of 30, and my monthly income, not 
considering any increases in the future, will 
be $150.00; and that I work until I am 
65 years old, or for 35 years; and that I keep 
the plan in operation all of the time, the 
results will be as follows: 

“During the 35 years I will have earned 
$63,000.00. 


“T will have distributed it as follows: 


Distribution 


Living expenses—68% per 


Protection for family—10 per cent 


Totale—100 OOF COME 
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Education and advancement—-5 per cent........... 
Savings for future—16%4 per cent...............- 


Savings at the Age of 65 


“At the age of 65 I will have fully paid 
up, at least, $5,000.00 worth of life insur- 
ance as a part of my estate. 

“The actual savings would be the $25.00 
which I saved each month and would amount 
to $10,500.00 not including any interest it 
would earn during the 35 years. 


Results of Systematic 
Investment 


“My plan is to invest my savings in good 
securities paying 6 per cent compounded 
semi-annually at the same rate. Results 
depend on investing the savings promptly 
on the first day of each month and rein- 
vesting the interest in the same way. The 
results for my 35 years of savings will be 
as follows: Total amount invested by the 
age of 65, $10,500.00; interest earned during 
the 35 years, $24,694.42; total savings, in- 
cluding interest, at age 65, $35,194.42; an- 
nual income, age 65, at 6 per cent on total 
savings, $2,111.66; monthly income, not 
touching principal, from age 65, $175.97; 
estate left after death, including insurance, 
$40,194.42. 


“Thus I will avoid the fate of the 54.” 


Elbert Hubbard’s Beliefs 


é6¢] BELIEVE in the stuff I am handing 
out, in the firm I am working for, 
and in my ability to get results. 

“I believe in working, not weeping; in 
boosting, not knocking; and in the pleasure 
of my job. 

“IT believe that a man gets what he 
honestly goes after, that one deed done to- 
day is worth two deeds tomorrow, and that 
no man is ‘down and out’ until he has lost 
faith in himself. 


“I believe in today and the work I am 
doing; in tomorrow and the work I hope 
to do, and in the sure reward that the fu- 
ture holds. 


“TI believe in courtesy, in kindness, in gen- 
erosity, in good cheer, in friendship and in 
honest competition. 

“T believe there is something doing some- 
where for every man ready to do it. 


“T believe I’m ready—right now.” 


Total 
Monthly Annually 35 Years 
7.50 90.00 3,150.00 
25.00 300.00 10,500.00 
$150.00 $1,800.00 $63,000.00 
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RevealingaGreat,but Little Known 
Power in American Finance 


George F. Baker, the Most Reticent Major Figure in All Bank- 
ing, as Depicted by Morgan and Mellon. Dean of Metropolitan 
Bankers and Sixty Years in Wall Street Breaks Lifelong 


Silence. 


ROM the time that Lincoln’s war- 

time Secretary of the Treasury, Sal- 

mon P. Chase, conceived the idea 

of bolstering up the credit of the 
United States by selling Federal bonds to 
back up issues of the national bank notes, 
there has not been a major operation in 
American finance conducted without the 
the knowledge—if not active participation 
of George F. Baker. 

For sixty years, his name has been inter- 
twined with the development of America. 
When panics shook the nation it was to 
the genius of this man that the captains 
of finance largely looked to steer the 
country back into safe channels. In bank- 
ing circles, he was known as the counselor 
of the Morgans and the man out of many 
men whose judgment was universally 
respected. 

But, to the outside world, this man of 
tremendous power was strangely unknown. 
Truly a man of deeds rather than words, 
Mr. Baker preferred the role of obscurity. 
He did not make his first newspaper 
statement until he was approaching 85. 
Although he was rated as one of the 
nation’s five wealthiest men, he kept so 
persistently out of the spotlight that the 
world at large knew him but vaguely. 
Indeed, after he had testified before the 
Pujo committee, conducting a Congressional 
investigation into the “money trust” in 
1913, the drole observation was made that 
it required an investigating committee to 
reveal Mr. Baker’s importance in national 
finance. 


The Man Revealed 


UT the veil of obscurity that hid 

Mr. Baker and his personality was 
fully lifted one evening last month, when, 
perhaps for the first time, the “real George 
I, Baker” was revealed in intimate talks 
by two other famous men, almost equally 
as noted for their extreme reticence. It 
was at a great gathering of Metropolitan 
bankers, who convened to do honor to this 
dean of bankers in the American money 
center. The head of the nation’s largest 
bank, serving as the toastmaster, outlined 
the- outstanding events in the long career 
of the venerated Mr. Baker from the time 
that he earned his first money by filling a 
sleigh with a load of cranberries, picked 
from the ground after the vines had been 
gone over, and selling them for $7 up 
until a few months ago when he gave 
$5,000,000 to Harvard University to aid in 
the teaching of business administration by 
the case method. 


An indication of how Mr. Baker had 
amassed his vast fortune was given by 
William E. Knox, president of the Ameri- 
can Bankers Association, when he observed 
that throughout his career “thrift, applica- 
tion, a fondness for work, absolute loyalty 
and absolute devotion to his friends” had 
stood out. The head of the New York 
Clearing House Association told of the 
“friendly and helpful interest” that he had 
always shown in those who had been finan- 
cially associated with him. 

But perhaps no more interesting sidelight 
upon his career was given than by J. Pier- 
pont Morgan, who, in breaking his rule of 
reticence, candidly said that he and _ his 
father had leaned heavily upon Mr. Baker 
for advice and counsel in times of stress. 
He recounted how his father had told him 
the panic of 1907 could not have been 
weathered without Mr. Baker’s aid, who 
was “always ready to do his part and 
more.” Mr. Baker was revealed as a friend. 
of the Treasury by Secretary of the Treas- 
ury Mellon, who recited how Mr. Baker’s 
bank, starting out by selling bonds to 
finance the Civil War, had aided in the Lib- 
erty Loans and other Federal flotations. But 
Mr. Baker’s lasting contribution—Mr. Mel- 
lon said, “has been his incalculable influence 
in the forming of our country’s ideals.” 


Most Highly Prized 


T was after such a moving demonstration 

that Mr. Baker responded. With the 
reputation of being the most retiring of 
men, he related that a few weeks before 
he had broken his lifelong rule of reticence 
because he had been asked to say a few 
words of encouragement to the younger 
men. 

“What was then in my heart most,” he 
said, “I told them. It was to try to live 
and conduct their lives that they might gain 
the love and affection of their fellows. This 
has always been one of my ambitions, and 
if I was to believe to be a fact, even a part 
of what you all have said here tonight, my 
ambition certainly would be gratified, and I 
am indeed well rewarded. 

“I have had a long service, as you know, 
and after sixty years in an active career, I 
have reached, of course, over the summit 
of life’s hill, and am rather wandering down 
on the downward slope. But what time re- 
mains, no day will ever pass that I can 
forget, or fail to appreciate and give most 
grateful thanks to the devoted kindness and 
attention of this evening. And so I can 
only thank you, again and again, and say: 
God bless you!” 
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“A Man Always Willing to do His Part and More.” 


The background of the central figure 
was supplied in an adroit manner by 
Charles E. Mitchell, president of the Na- 
tional City Bank of New York, who stated 
at the outset that while all knew him by 
his deeds, Mr. Baker’s natural modesty and 
his inherent reticence had veiled to most 
the early beginnings of his life: 

“The first ancestor of Mr. Baker that we 
know of as coming to the United States was 
a lad of twenty-one who arrived in Boston 
in 1635, having come as second in command 
of a Norse bark from Gravesend, England, 
making the trip in seventy-one days,” said 
Mr. Mitchell. “Upon his arrival, or shortly 
thereafter, in Boston, he settled in Dorches- 
ter, Mass., and for six generations the 
families lived there. 

“John Baker, grandfather of George F., 
moved with the family then to Dedham, 
ten miles away. At twenty, his son George, 
the father of George F. Baker, went West 
—as the West then was—to Albany, to en- 
ter the retail shoe business, and later moved 
to Troy. He married a girl from Green- 
bush, N. Y., and Russel Sage was the best 
man. 

“George F. Baker was born on March 27, 
1840, in Troy. When he was eight years 
old the family moved to Brooklyn, and his 
father engaged himself in the shoe business 
in Maiden Lane, New York. Mr. Baker 
spent most of his boyhood at his grand- 
mother’s at Dedham, or at his uncle Fisch- 
er’s, at Meadfield, eight miles from there. 
His father had little taste for business and 
gravitated to literary pursuits. He worked 
under Horace Greeley for the New York 
Tribune and gave up business in the ulti- 
mate, completely. Later he moyed to Wil- 
liamsburg, where he became clerk of the 
village. 


Living on Interest Money 


66 EORGE F. BAKER went to school in 

Williamsburg at first. But life in the 
country grew so beneficial to him that his 
parents decided to let him spend not only his 
summers but most of his winters with his 
grandparents at Dedham. Incidentally, he 
had an uncle by marriage whom he knew 
as ‘Uncle John,’ and he used to see Uncle 
John sitting up on the porch while others 
were at work. He asked a boy how it was 
that Uncle John did not have to work. He 
was told that Uncle John lived on ‘interest 
money’ and he thereupon declared to his 
fellows that some day he too was going to 
live on ‘interest money.’ It is recorded that 
the first money he ever earned was in go- 
ing, after the picking of the cranberries, 
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beneath the vines himself and picking up 
those cranberries that had been left. He 
filled an old sleigh in the barn with them 
and sold the lot for $7. 

“From Williamsburg School he went to 
Seward University at Florida, N. Y., which 
was a boarding school founded by William 
Seward. Meanwhile his father was elected 
to serve in the State Legislature at Albany, 
and he became later private secretary to 
William Seward in Washington. 

“George F. Baker finished his schooling at 
16 and returned to Albany. In 1868, he be- 
came a clerk in the State Banking Depart- 
ment at a salary of $500 a year. It is re- 
corded that of this, the smallest salary that 
he ever earned from the time he started to 
work, he made an immediate saving of $100 
a year. Seven years he worked in the Bank- 
ing Department and made his home at AIl- 
bany. 

“In 1861 his father was appointed disburs- 
ing agent in the State Department, just as 
the war was breaking out. George F. Baker, 
who had some two years before that been 
in a very serious railway accident making 
it questionable for some time as to whether 
or not he would lose a leg as the result of 
very serious injuries he sustained, at the 
opening of the war went in as secretary at 
first, and assistant military secretary later 
to Governor Edward B. Morgan of New 
York state. But after six months, he re- 
turned to the Banking Department, where 
he became known as the best informed clerk 
in the department. 


How He Went to Wall Street 


aa) the early part of 1863 Salmon P. 
Chase, then the Secretary of the Treas- 
ury, had conceived the idea of selling bonds 
through the banks, they acting as agents 
therefor and, in addition, forming banks 
which could pledge bonds themselves for 
the circulation of currency up to 90 per 
cent of the value thereof. That was the 
start of the national banking system. Mr. 
Baker, as a clerk in the State Banking De- 
partment, was extremely interested in this 
development, and had talked the matter 
over with a certain Mr. Thompson, who was 
then one of the financial leaders in New 
York and a man who was conducting for 
his two sons in addition a brokerage office 
at 2 Wall Street. He decided, after talking 
with Mr. Raker, that he would open one of 
these new national banks. He wired for 
Mr. Baker to come down from Albany, told 
him his plans and offered him a position as 
teller in that bank. The bank was formed 
with a, capital of $200,000. Mr. Thompson 
offered Mr. Baker all the stock that he 
wanted, and said he would carry it for him. 
But Mr. Baker, having learned from some 
misguided person that one should never 
borrow money, refused to use more than 
his accumulated savings, and his first in- 
vestment was 30 shares of stock in the First 
National Bank of New York, with offices in 
the basement at 2% Wall Street. 

“Its principal business at the outset was 
the sale of government bonds, but the bank 
had hard sledding. It was denied admission 
to the Clearing House. Everybody sus- 
pected this kind of currency afloat. But 
gradually this apprehension was overcome 
and in 1868 it was admitted. Mr. Baker 
became cashier and active head of the 


institution. Although then only 25 years 
old, he was frequently called to Washington 
by the Secretary of the Treasury for ad- 
vice. He there met President Lincoln, 
Seward, and other members of the cabinet. 

“In 1873, he met his first great panic with 
the failure of the house of J. Cooke & Co. 
George Baker stood by and declared as a 
principle that which he has always insisted 
upon and always followed down through 
these decades, that any panic could be 
averted if the banks, instead of becoming 
afraid and hoarding their resources, would 
pay them out. The First National weathered 
that panic, and it is worthy of note that 
they did not sell out their borrowers but 
assisted them by a private compromise. In 
1877 he became president of the First Na- 
tional Bank. 

“In 1882 he began his railroad career, first 
acquiring, with a group, the Richmond & 
Danville Railroad, which ultimately went 
in as a basis of the Southern Railway. 
Later, he made his connections with the 
Jersey Central and with the Delaware, 
Lackawanna & Western, always buying into 
these properties when they were down at 
the heel and, as a. great builder, building 
them to a point where their securities be- 
came of great value. 

“In 1900 he became chairman of the New 
York Clearing House. 


In the 1907 Panic 


66,N 1907, three men, Mr. Morgan with 

Mr. Baker and Mr. Stillman as aides, 
were the great bulwark against the storm 
of that panic. 

“Tn 1913 we find him with the Pujo In- 
vestigation ; and, as some one has remarked, 
it required an investigating committee to 
show Mr. Baker’s importance in national 
finance. 

“In later years he has been a great giver 
—a great, generous-minded citizen, not only 
of New York but of the country. He has 
been president of the Metropolitan Opera 
House Association. He has made his gifts 
to the Metropolitan Museum. We all re- 
member his $2,000,000 of gifts to the Red 
Cross during the time of stress and storm. 
He has given the student dormitory and 
chemical laboratory to Cornell; Baker Field, 
the 30 acres for athletic purposes, to Col- 
umbia; $5,000,000 for the Graduate School 
of Business Administration of Harvard, 
which bears the name of George F. Baker 
Foundation.” 

William E. Knox, president of the Amer- 
ican Bankers Association said: “For many 
years, as we have looked about us in New 
York, especially in times of financial trouble, 
we have seen one great figure, quiet, re- 
served, but as strong and steadfast as the 
Rock of Gibraltar. 

“In his own household—the First National 
Bank—he is the most beloved figure. It is 
a very gdod index of what kind of a man a 
man really is when you find the people with 
whom he works every day, his subordinates, 
are united in absolute devotion, in absolute 
love, affection and loyalty to him. That, 
to me, is the best index of Mr. Baker’s char- 
acter.” 

A humorous touch was added when Mr. 
Mitchell, in presenting James S. Alexander, 
chairman of the Board of the National Bank 
of Commerce and president of the New 


York Clearing House Association, recited 
that when Mr. Baker first came to New 
York the refusal of the Clearing House 
Association to recognize the First National 
Bank was “one of the great difficulties of 
his baby institution. This made it necessary 
for his bank to clear through the Bank of 
the Republic, many years after absorbed by 
the First National. 

“Many refused to take the new National 
Bank currency at that time, favoring, rather, 
the seven thousand different kinds of au 
thorized currencies in circulation—inciden- 
tally laying themselves open to the 5500 
counterfeits that were then afloat. 

“George F. Baker proved himself to be 
no mean fighter. After cleverly adminis- 
tered lessons to his opponents, the opposition 
was finally withdrawn. The Clearing House 
Association no longer denied its privileges, 
and the First National Bank was admitted 
to Clearing House membership. Inciden- 
tally, 39 of the old New York banks with 
a total capitalization of $56,000,000, applied 
for national charters within a period of 
eighteen months thereafter.” 


Changes Banks Have Under- 


gone 


AS estimate of the work that Mr. 
Baker did for the Clearing House Asso- 
ciation was given by Mr. Alexander, who 
recalled that while Mr. Baker’s first con- 
nection with the association dated back more 
than 51 years his activities in the interest of 
the general banking situation had not been 
confined to periods when he was officially 
connected with the association. 

Commenting upon the change that the 
banks in New York had undergone since 
Mr. Baker came to New York, Mr. Alex- 
ander recalled that he had applied to the 
First National Bank for a clerkship forty 
years ago. Unable to see Mr. Baker, he 
was told by the cashier that there was no 
place in the bank for him. 

“Mr. Baker became a power in banking 
in New York shortly after he joined the 
First National Bank,” said Mr. Alexander, 
“and he has grown steadily with the growth 
and development of the country, and of 
this city, always retaining his leadership by 
virtue of his high character and marked 
qualities of foresightedness and courage.” 

Discussing the intimacy of the friendship 
that existed between the late Mr. Morgan 
and Mr. Baker, Mr. Mitchell stated that 
this “constituted one of the greatest mar- 
riages of understanding, perhaps, ever ex- 
isting between two great financial geniuses. 

“Through the stress of panic, in the calm 
days of constructive endeavor, these men 
operated together in greatest harmony, with 
rarely the scratch of a pen to evidence their 
contracts,” Mr. Mitchell said. “These two, 
with James Stillman, the third of their 
group, undertook to do, and did do person- 
ally, in time of stress, much which the Fed- 
eral Reserve System has since undertaken. 
In the panic of 1907—that time of grave 
trouble—many of us saw those gentlemen 
working effectively shoulder to shoulder for 
the common good. 

“When, a few months after that panic, 
J. P. Morgan, Sr. was about to sail for 
Europe for a much-needed rest, being in ill 
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Why Fear for the Future? 


President, First Trust & Savings Bank, Chicago 


By MELVIN A. TRAYLOR 


Washington, Observing “Depravity of Manners and Morals,” Saw 
Little Hope for Republic. Present Day Prophets Bewail Out- 
look but Human Nature is Unchanging. Should Not Lose Heart 
Over the Outlook, but Keep Our Heads Sane and Hearts Warm. 


OMEONE has said that history is 

continually repeating itself. That is 

a common adage, generally accepted. 

Historians tell us that history never 
repeats itself. But what I think does re- 
peat itself and has ever since before there is 
a record of history and probably will on to 
the end of time always repeat itself, is the 
human individual, human nature. 

Given the set of facts, whatever they may 
be, you can always tell what humanity and 
the individual and the mass are going to do, 
because, as far as I am able to find, the 
characteristics of the human being have not 
changed since the first man, and I do not 
think they will change until the last man. 
With that fact we can find a precedent for 
most of the difficulties that confront us and 
a possible way out or a fair guess at what 
the solution is going to be. 

When we are discouraged to hear the dire- 
ful prediction of some present day prophet 
that we are going lickety-split for perdi- 
tion, it may offer some solace to know that 
the same voice has been lifted in the past. 

Washington said, ‘‘We are now to rank 
among the nations of the world, but whether 
our independence shall prove a blessing or a 
curse must depend upon our wisdom or folly, 
virtue or wickedness. The prospect is not 
promising. A depravity of manners and 
morals prevails among us to the destruction 
of all confidence between man and man.’ The 
want of public worship increases daily, nor 
have we left in our extensive state three 
churches that are decently supported.” 

Now that was pretty strong in Virginia in 
1786, but the country did not go to the dogs; 
and those same men laid the foundation of 
the American Republic, and, out of that 
same group and “immoral” situation, that 
even as strong men as Washington and 
Mason thought the destruction of the coun- 
try would come, the Republic was builded. 

Washington went further and said: “I 
think there is more wickedness than ignor- 
ance mixed in our councils. Ignorance and 
design are difficult to combat. To be so 
fallen! so lost! Virtue, I fear, has in a 
great degree taken its departure from our 
land and the want of a disposition to do jus- 
tice is the source of the national embarrass- 
ments; for whatever guise or colorings are 
given to them, this I apprehend is the origin 
of the evils we now feel.” 

That was Washington’s cry of despair 
four years after he had wrested American 
liberty from Great Britain. There is not 
much use getting excited over our common 
councils, or our state legislatures or our 
people in general. We have gone ahead 


one-hundred-fifty odd years and are going 
pretty strong now. 

Three years after peace had been estab- 
lished. Madison said he strongly suspected 
that many of the people contemplated an 
abolition of debts, public and private, and a 
new division of property. I do not know 
whether LaFollette and some of his crowd 
got their dope from Madison’s suggestion 
here or not, but it is possible they did. 


Our Two Debts 


i ber per capita debt of the United States 
today is considerable, mostly created out 
of the war. It was gladly assumed and will 
be just as gladly discharged, but the rest of 
the debts of the country today rose out of 
the common everyday luxuries—not any 
longer luxuries, but necessities we enjoy— 
and we must choose whether we will con- 
tinue to enjoy those luxuries, or whether we 
will quit having them and reduce our taxes. 
We can take either horn of the dilemma we 
want, and I am not particularly worried 
about which we take. My guess is that we 
are going to keep right on having those 
things we want and paying for them, kick- 
ing all the time we do it. 

Three years after the adoption of the 
Constitution, they were kicking about the 
debts of the Federation. They did not want 
to pay them and very promptly passed laws 
that no recourse to court could be had to 
collect debts. That was not repudiation, but 
it was a good way to keep from paying 
debts. It was not all confined to the debts 
between citizens of the United States either. 
Jefferson, in France at that time, experi- 
enced only the foreign results of the sharp 
and painful predicament which Marshall 
was witnessing in America. He was en- 
gaged in the happy task of staving off the 
French creditors and quieting as well as he 
could complaints of our trade regulations 
and other practices which made it hard and 
hazardous for the French to do business 
with us. He found that the non-payment of 
our debts and the want of energy in our 
government discouraged a connection with 
us. The want of punctuality and a habitual 
protection of the debtor prevented him from 
getting a loan in France to aid the opening 
of the Potomac. Some people in this coun- 
try think that no foreign nation ever before 
talked of refusing to pay its foreign debts 
contracted in war. What was the situation? 

We owed some very large debts to France 
for money advanced us to defeat the British. 
There is a bit of difference between the debt 
we owed France at that time and the debt 
France owes us today. The debt we owed 
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France then was a plain, straight loan, made 
through the graciousness of LaFayette 
largely to help him in his campaign to help 
us win our freedom. She loaned us large 
sums of money when she had no interest 
directly in saving her own integrity by help- 
ing us win the war. That is our debt to 
France. 

The French debt to the United States is a 
tremendously different proposition. From 
the moment in February, 1917, when this 
government declared that a state of war ex- 
isted between this government and the im- 
perial German government, that war was 
our war, and to my mind it made no differ- 
ence whether the money spent in prosecut- 
ing the war from that day to the close was 
spent by the United States or by her Allies, 
because it was spent on an American ac- 
count. It was probably better for us that 
we had Allies who, through three years of 
fighting, had learned how to utilize money 
and to extend credit in the most advan- 
tageous manner to win the war. Better far 
that we should have let them spend more of 
it in building aeroplanes and other equip- 
ment than to have wasted it as we did try- 
ing to learn the lesson of how to do it! 
That is the debt that France owes us. 


Our Attitude in ’86 


UT what was our attitude in 1786, when 

France loaned us large sums of money 
to lick the enemy? The citizens of Vir- 
ginia and the east trading coast owed tre- 
mendous sums to the British citizens in 
addition to the tremendous sums that our 
government owed to France, and they tried 
in every manner to defeat the payment of 
those debts. Shay led his famous rebellion 
in Massachusetts against the debt tax, in- 
cluding, of course, taxes to pay the French 
debt and the English debts. 

We forget our American history. Some 
of the gentlemen who profess to be the 
saviors of American independence forget we 
taught the French a very, very direct lesson 
in postponing paying foreign debts. We did 
not repudiate them, but we said we would 
not collect any taxes to pay them or permit 
recourse to courts to collect. It is a pretty 
defective way of repudiation. Mr. Jefferson 
found it out when he went over to borrow 
money to open up and improve the Potomac 
River. 

In the Constitutional convention, Mason 
argued that we were in no danger from our 
default in paying foreign loans for most 
European nations were friendly. If you 
want some interesting reading, go read the 

(Continued on page 518) 


Operating a Trust Department in 
a Small Community 


By JOHN ALLEN 


Trust Officer, Citizens National Bank, Decatur, IIl. 


HE month of July, 1920, found The 

Citizens National Bank of Decatur 

with a duly organized and regularly 
qualified trust department, having all the 
powers of a separate trust company but with 
no experience and no work in process, nor 
any in prospect. 

Through the courtesy of our County Court 
we were made the guardian of a colored lad 
who was to receive from the government 
war risk insurance which had been carried 
by his father and which was payable to him 
in small monthly installments. This was our 
first business and never did a guardianship 
receive closer attention. We then conceived 
the notion that an opportunity existed within 
our own institution. The bank was the 
owner of an office building in which its 
banking house was located. Surely if our 
own bank should not trust us with the cus- 
tody and operation of its own property, out- 
siders would hesitate. The building had been 
run, after a fashion, by one of the tenants, 
who had not been particularly successful in 
its management. With the consent of the 
directors we took over the management of 
the building and by improving the service, 
guarding against waste and raising the rents, 
we have tripled the net profit and guarded 
the profit so that a large portion of it has 
gone to reduce the mortgage indebtedness 
upon the building, thus reducing expenses of 
future operation. 

It had been the practice of the bank to 
provide some of its customers with real 
estate mortgage securities, but this matter 
had been conducted in a dilatory fashion. 
The possibilities of this situation seemed to 
offer further outlet for our otherwise little 
occupied energies. We began to make quite 
a number of conservative loans and, aided 
by a temporary lack of other first class in- 
vestments, we were able to dispose of all of 
the mortgages we could make. This opera- 
tion has netted quite a substantial amount in 
the way of commissions. Beyond the com- 
missions charged we have profited largely by 
the contact thus formed with investors of 
funds who have learned to lean upon our 
judgment and some of whom have prepared 
their wills or left estates subject to our su- 
pervision. 

We make every effort to keep in close 
touch with the beneficiaries, after the estate 
has been closed, having two-fold reason. 
First, they generally prove an asset to the 
bank. Second, we feel a moral responsibility. 

The corporate fiduciary, instead of mini- 
mizing or eliminating the personal element, 
has concentrated the critical attention of all 
those in need of someone to carry on when 
they themselves falter. Confidence in the 
financial institution leads the prospective cus- 
tomer to the trust officer’s desk, but only 
personality can induce a second visit. 


Character and capacity outrank the more 
remote elements of form and durability. 
Confidence in the institution must be sup- 
ported by trust in the man. The importance 
of individuality increases in direct proportion 
to the smallness of the community. A slight 
mistake or error in judgment filters far in 
local gossip. 

A trust business can be nurtured gradually 
to its maturity, but it may be dissipated in a 
day. In a small locality the leader of the 
trust department must be brought up slowly 
and painstakingly to his task. He must have 
learned to partake of the joys and successes 
of his fellows and to share with genuine 
uncommercialized sympathy their fears and 
sorrows. He must be one of the family 
whose responsibilities he is called to assume. 
He must be near enough to understand and 
be understood, yet far enough to guide and 
advise. To properly serve, he must be in- 
terested in his task as well as be able to ac- 
complish it. A harsh indifference on the 
part of the administrator may easily break 
up a family or precipitate serious litigation. 
Yet, the guardian must have the foresight to 
say “No” to his wayward ward; the execu- 
tor must in turh restrain a grasping child or 
an indulgent mother. 

Early in my experience a local man, whose 
accumulations had been quiet and gradual 
but more ample than I then suspected, came 
to induce me to invest in some graphite 
stock. I told him bluntly that I could not 
invest in such securities. I feared I had lost 
a customer for the bank, and expected to 
have him avoid me, but much to my surprise, 
he began to buy mortgages I had taken, and 
on his death, the bank as his executor found 
a big estate made up largely of securities he 
had purchased from our department. 

Having attracted more or less trust busi- 
ness the first problem presented to the or- 
ganizer of a trust department is that of rec- 
ords and accounts. If there is any plan that 
I seriously urge it is that of adequate and 
uniform systems of records and accounts on 
the part of all trust companies and trust 
departments operated at least within the 
particular state and preferably generally 
throughout the country. Interest must be 
collected promptly and dividends must be 
obtained. Conversion of one class of securi- 
ties into another is often ordered and must be 
promptly executed. Disposition of the securi- 
ties in kind or for cash is constantly re- 
quired, necessitating formal assignments and 
transfers which sometimes involve consider- 
able formalities in obtaining waivers of in- 
heritance taxes and the like in the various 
states in which the transfers must be made. 
It is necessary from time to time to obtain 
first class securities for the investment of 
the funds on hand in any given estate, so 
that the trust officer must be in constant con- 
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tact with the market for such securities. It 
is expected by every beneficiary that all 
funds held by the department shall earn a 
fair amount of interest at all times. Idle 
funds held for any considerable period al- 
ways invoke criticism. 

Any person connected with a substantial 
trust business is convinced of the absolute 
need for methods and records providing for 
the constant insuring of buildings, grain and 
the like, against loss by fire or other casualty 
as well as for the protection of the particular 
pieces of property from penalties or sales 
for taxes and other liéns and obligations. It 
is easy for a trust officer having in charge 
innumerable pieces of real estate and the op- 
eration of the same, to overlook the payment 
of taxes upon any particular trust unless his 
records automatically protect him against 
such neglect. In recent years inheritance 
taxes and income taxes comprise a large por- 
tion of the troubles of the manager of an 
estate, fair appraisements must be insisted 
upon, proper claims for abatement or refund 
must be made and followed up for the pro- 
tection of the estate, intricate analysis of the 
operation of business under one’s super- 
vision is necessary as a basis for income tax 
returns. In these cases the trust officer must 
often serve lawyer, expert accountant and 
litigant at the same time. 

Estates, like individuals, often become land 
poor, or otherwise embarrassed. The ju- 
dicious support of such estates must be se- 
cured by the trust officer from those in 
charge of the commercial department of the 
bank. This is one great advantage of the 
operation of a trust department in connection 
with the other services of a bank, for in such 
case the bank knows, or is easily able to 
obtain full and accurate information as to 
the assets and liabilities of the estate and its 
qualifications for credit. On the other hand, 
this close connection has the disadvantage to 
the bank in that its desire to support the 
trust department may cause it to loan or 
advance amounts which may ultimately in- 
convenience the bank and its other cus- 
tomers. 

The attitude of the courts toward trust 
departments at the present time is not as 
favorable as might be desired. There is a 
tendency on the part of judges to feel that 
all the trust department does is to receive 
and pay out funds and that it derives con- 
siderable benefit from the possession of the 
funds in the meanwhile.. No credit is or- 
dinarily given for the many problems and 
labors involved in the management of the 
estate. The result, of course, is that the 
courts are inclined to cut the fees charged 
by the bank and to avoid voluntarily appoint- 
ments of banks to fiduciary capacities. We 
believe that continued experience will re- 
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Capital Levy Seen in Gift Tax 


By F. A. SCHACK 


Trust Officer, First National Bank, Fort Wayne, Ind. 


Principal Provisions of a Measure Which President Coolidge 
Has Characterized as an Invasion of the Rights of Citizens. 
Trend of the Measure Is Communistic for Principle Can Be 
Extended to Destroy Owner’s Right to Dispose of Property. 


LTHOUGH I have seen no record 
that Antony paid tax on his lavish 
gifts to Cleopatra, there are am- 
ple records to show that the in- 

heritance taxes are of very ancient origin. 
Their origin is shrouded in the mists of 
antiquity, Rome exacting an inheritance tax 
borrowed, it is thought, from Egypt. In 
the beginning of the common law we find 
the right of inheritance tax firmly established 
and existing in the right of feudal tenures. 
Prices exacted for the privilege of receiv- 
ing property upon the death of another. This 
tax being easily collected satisfied one of 
the requisites of any well planned scheme 
of taxation. The European countries adopted 
it early, and the United States first imposed 
an inheritance tax in 1797, which was in 
effect five years. The next act was in 1862 
and was amended two years later and re- 
pealed in 1870. The income tax of 1894 in- 
cluded inheritances, but since the two were 
intertwined, the inheritance tax fell with the 
unconstitutionality of the income tax. The 
act of 1898 likewise imposed a tax, but was 
repealed in 1902. Next come the series of 
acts brought on by the European War and 
following. 

It will be seen, therefore, that with the 
single exception of the law of 1894, which 
was declared unconstitutional, the Federal 
inheritance or succession tax in the United 
States has been a war measure. It is likely, 
however, to become a permanent source of 
revenue. 

The first succession tax statute only im- 
posed a tax upon the transfer by will or 
statutes of descent. The administration of 
this law led to certain difficulties and to 
the manifest evasion of the same by the 
transfer of property by gift, immediately 
preceding death and unquestionably in con- 
templation of death. 

This evasion, amounting almost to fraud, 
led to enactments making transfers in con- 
templation of death taxable, and the diffcul- 
ties of proving that death was in contem- 
plation when the transfer was made caused 
the legislative bodies, in keeping with all 
the traditions of a rapidly approaching bu- 
reaucratic government, to cast the burden 
of proof upon the taxpayer, the presump- 
tion to be in favor of the -taxing authority. 
Even then the difficulty of the administra- 
tive officers in rebutting proofs adduced to 
overcome the presumption. Combined with 
the belief that a large and fertile field for 
taxation lay unexplored led to the enact- 
ment of the gift tax as a part of the 
Revenue Act of 1924. 


Principal Provisions of the 
Gift Tax 


HIS tax, which became a law on June 2, 

1924, applies to and becomes effective 
after the date of Dec. 31, 1924. The gift 
tax is a new provision of revenue legisla- 
tion. It is not a property tax, but upon 
the gift itself. However, if the tax is not 
paid by the donor, it shall become a lien 
for 10 years on the property of the donor. 
The lien also attaches to any property con- 
stituting the gift. Section 319 of the act 
provides that for the calendar year 1924 
and each calendar year thereafter, there 
shall be imposed a tax upon the transfer 
by a resident by gift during such calendar 
year of any property, wherever situated, 
whether made directly or indirectly. 

The transfers which are reached are ex- 
plained under Section 320, in which the com- 
mon law term of “gift” is explained. It 
shows that “gift” in a wider and more com- 
prehensive sense is applied, in that it not 
only applies to voluntary transfers of prop- 
erty made without consideration or com- 
pensation, but it goes further by including 
sales and exchanges for less than their con- 
sideration in money or money’s worth by 
taxing the amount which exceeds the con- 
sideration received, by the fair market value 
of the property which must be included in 
computing the amounts of the gifts made 
during the calendar year. Hence, the stat- 
ute reaches and taxes all transfers of prop- 
erty made during the year to the extent 
that they are donative in character and 
exceed the authorized deduction. 

Form 706A, which must be filed in dupli- 
cate, on or before March 15 in every year, 
is required to be filed by every resident 
donor whose total amount of gifts exceeded 
the authorized deduction during the calen- 
dar year. The payment is to be made on 
or before March 15 of the succeeding cal- 
endar year in which the gift was made. 
In case of a deficiency of tax, interest is 
to be paid after the due date of March 15 
at the rate of 6 per cent. unless extension 
has been granted, extending the time of 
payment. If the same is not paid in full 
when due, or at the expiration of a thirty 
day notice and demand of time granted, 
all unpaid portions are to bear interest at 
the rate of 1 per cent per month until pay- 
ment is received by the collector. 


A Specific Exemption 


HERE is a certain specific exemption 
by every resident donor, the same as 
under the Federal estate tax, which may 
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be deducted from the total amount of the 
gifts made during the calendar year. This 
exemption amounts to $50,000. No such de- 
duction is authorized with respect to gifts 
made by non-resident donors. For the pur- 
pose of computing the tax, the net amount 
of gifts is divisible into blocks, each block 
being taxed at different and increasing rates. 
Tax ranges from 1 per cent to 40 per cent 
over the specific exemption. Therefore, on 
a gift of $100,000, the tax of 1 per cent is 
applied to the net gift of $50,000, which 
amounts to $500. The tax upon the amount 
of a gift of $1,550,000 would be $151,000. 

The term “person” means individuals, a 
trust or estate, partnership or corporation, 
or if the donor dies before filing return, a 
representative of his estate shall file the 
return and pay the tax. 

The regulations define in detail the pro- 
visions under Section 321 of the acts which 
permit deduction from the total amount 
of gifts, which are transfers for public, 
charitable and religious uses, as well as 
the special fund for vocational rehabilita- 
tion; also any gifts which are made to any 
one person, which do not exceed the amount 
of $500, as well as property which has been 
previously taxed within the period of five 
years. Where a trust is created for both 
charitable and private uses, a deduction may 
be had on account of the charitable pur- 
pose only, insofar as the present work can 
be established. 

The corporation or association to whom 
the gift is made is given three tests by the 
regulation: (1) It must be organized and 
operated for one or more of the purposes 
specified in the statute. (2) It must be 
organized and operated exclusively for such 
purpose or purposes. (3) No part of its 
net earnings shall inure to the benefit of 
private stockholders or individuals. 

The term non-resident means everyone who 
is domiciled outside of the United States, 
which includes the territories of Alaska, 
Hawaii and the District of Columbia, at the 
date of the gift. For deductions on account 
of public, charitable and religious uses, the 
same rule is applied as for a resident donor, 
except that in the case of corporations 
or associations it must be one which is 
created or organized in the United States; 
or if it is made to a trustee, a fraternal 
society or association, operating under the 
lodge system, it must be for use within the 
United States; also if a gift to any one 
person does not exceed $500. Deductions 
are permitted also for transfers taxed with- 
in five years. The regulations permit ex- 
tension of time in the case of sickness or 
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Non-Cash Items Cost System 
a Million a Year 


A.B. A. Committee in Brief Filed With Reserve Board Asking 
for the Abolition Practice of Collecting Non-Cash Items Declares: 
“It Is Inconsistent for Any Business Organization to Carry 
On an Activity Which Incurs Liability Without Remuneration.” 


N a brief filed with the Federal Re- 

serve Board at Washington, the 

American Bankers Association Com- 

mittee on Non-Cash Items, consisting 
of J. W. Barton of Minneapolis, C. L. Bro- 
kaw of Kansas City, Kan., and William C. 
White of Peoria, Ill., urge that the Board’s 
regulations be so amended as to prohibit 
the handling of non-cash collection items. 
Among the reasons cited for prohibiting the 
practice are that as now conducted it is 
inconsistent with sound business principles 
in that liabilities are assumed without com- 
pensation; that never was it the intention 
of the advocates of the Federal Reserve 
System that Federal Reserve Banks should 
come into competition with member banks, 
and that the discontinuance of the practice 
would be an important step in reducing the 
overhead of Federal Reserve Banks as it 
would save these banks a million dollars a 
year. 

“Our Committee would like it clearly 
understood that our activities have been 
confined strictly to the handling by Federal 
Reserve Banks of Non-Cash Items,” says 
the Committee in its brief, “and has no re- 
lation to the present service by Federal 
Reserve Banks in the par clearance of 
checks and drafts drawn on member or 
non-member banks, Our contention is that 
any sight or time draft with or without 
documents attached drawn against an in- 
dividual firm or corporation which comes in 
the possession of the Federal Reserve Bank 
without the Federal Reserve Bank having 
rediscounted the same for a member bank 
is a Non-Cash Item; therefore, a collection 
in their possession. Likewise any maturing 
note which the Federal Reserve Bank may 
be requested to handle for collection with- 
out the Federal Reserve Bank having first 
rediscounted the same is also a Non-Cash 
Item. Further, that all dunning drafts, 
etc., in which, of course, neither the mem- 
ber bank nor the Federal Reserve Bank in 
particular can have any invested funds are 
Non-Cash Items. In brief, any item com- 
ing into the possession of a Federal Reserve 
Bank not drawn on or payable by a bank 
or trust company and for which Reserve 
Bank has not given credit in reserve ac- 
count to its endorser is a Non-Cash Item. 


Unbalanced in its Benefits 


the present service of handling 
Non-Cash Items as hereinbefore de- 
scribed is materially unbalanced in its bene- 
fits to.the member banks of the System. 
“That the Federal Reserve Banking 
System cannot afford the overhead expense 


incident to the performance of this service. 

“That it is inconsistent for any business 
organization to carry on an activity which 
incurs liability without remuneration, and 
the Federal Reserve Banks cannot be in 
the collection business without incurring 
liabilities. Loss of items or securities or 
documents attached, failure to protest or 
other accompanying instructions may result in 
loss to Federal Reserve Banks handling 
same. 

“That there is no saving of time in the 
handling of collection items by Federal 
Reserve Banks. In fact, there may be a 
loss of time in routing collection items 
through Federal Reserve Banks instead of 
member banks routing them direct. 

“That member banks could absorb the 
service now performed by Federal Reserve 
Banks in the collection of Non-Cash Items 


without any appreciable increase in their | 


cost of operation, in that every collection 
item that is now handled by Federal Re- 
serve Banks originates in a member bank, 
and that only in the thirty-five cities in 
which there is established a Federal Re- 
serve Bank or Branch is the same item pre- 
sented to the party upon whom it is drawn 
without it having to be sent to a bank by 
the Federal Reserve Bank in the city in 
which it is payable for presentation. Thus, 
all the collections handled by Federal Re- 
serve Banks, excepting those payable in 
cities aforesaid, are handled at a duplication 
of service costs. 


Seek Profitable Basis 


al HAT member banks maintain a col- 
lection department for the handling of 
outgoing and incoming collections, and a 
large percentage of member banks incur 
costs of advertising of this fact in an effort 
to put their collection departments on a 
maintenance or profitable basis. 

“That the presentation of collection items 
by Federal Reserve Banks is generally un- 
popular with the public, because of the 
inconvenience to the payer of items pre- 
sented by Federal Reserve Banks in that 
in the exercise of action the Federal Re- 
serve Bank’s general practice is to require 
that the payer must pay in cash or by a 
draft of a member bank drawn against its 
Federal Reserve balance. Therefore, when 
a runner for a Federal Reserve Bank takes 
a collection across town some fifteen or 
twenty blocks and presents it for payment, 
the payer is confronted with this condition 
of payment by the runner, and accordingly 
has to pay in cash, which he seldom has 
on hand, or go to his bank and arrange 
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for a draft in favor of the Federal Re- 
serve Bank in payment of the item. This 
is an inconvenience and annoyance to him 
and does not create for the Federal Re- 
serve Bank a friendly feeling on the part 
of the public, which they are at all times 
hopeful of acquiring. 


Governors Influenced by 
Environment 


be E are convinced from our analysis 

of this service that governors of 
certain Federal Reserve Banks contending 
for the continuance of this service are in- 
fluenced by their immediate environment 
because of the benefits that accrue to cer- 
tain institutions in large industrial and com- 
mercial centers in which certain Federal 
Reserve Banks are located and do not 
represent the attitude on this subject of 
their constituency as a whole. 

“We are firmly of the opinion that it 
was not intended that a Federal Reserve 
Bank should function in any capacity that 
would bring it into direct competition with 
any of its member banks, or to deal in 
any way directly with the public, as is 
necessary in handling of the collection 
business. 

“That the service of handling collection 
items by Federal Reserve Banks is not 
needed as a measure of saving expense or 
time to member banks, and the benefits 
that accrue by virtue of this service are 
being capitalized by certain member banks 
for profit to them for charges which they 
can make to their customers for handling 
collection items that the Federal Reserve 
Bank handles for them without charge or 
it accrues directly to the individual firm 
or corporation who furnished no part of 
the capital upon which the Federal Reserve 
Bank is operated, and, therefore, entitled 
to no part of its benefits directly. 

“That it is unfair to impose a discretionary 
duty upon Reserve Bank management by 
it having to daily choose which member 
shall have the collection items on a point 
where there are more than one member 
bank, a situation which alone leads to dis- 
sension and dissatisfaction, resulting in the 
basis for a charge of favoritism. 

“That many member banks receiving col- 
lection items from Federal Reserve Banks 
now remit without charge because they are 
under the impression that any item han- 
dled for a Federal Reserve Bank cannot 
be charged upon. Thus through this feeling 
of service to and cooperation with the Fed- 
eral Reserve Banks they are omitting charg- 
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WILL is the most important docu- 
ment that a man ever signs. Once 
a man has passed beyond, the only 
way he can speak is through his 
will. A will cannot be changed after a 
testator has died. The comfort (certainly 
the financial comfort) of a man’s widow and 
children, depends very largely on the care 
with which the will may have been drawn, 
and finally, on account of certain laws and 
technicalities, there are many wills which 
do not express the wishes of the testator, 
for the reason that many people feel that 
drawing a will is so simple that anyone can 
do it. The drawing of a will should be 
done by a competent lawyer—one who has 
had considerable experience along these 
lines, particularly so when the will pro- 
vides for trusts. In my opinion it is in- 
advisable for banks or trust companies to 
draw wills, even though the laws of the 
state in which they may be operating per- 
mit it. 
Wills which establish trust funds require 
particular care in their preparation, and a 
testator can be assured of a properly drawn 
instrument only if he employs a lawyer 
well versed in the administration of estates. 
There is, however, a growing tendency on 
the part of both lawyers and clients, to 
confer with corporate fiduciaries .at the 
time a will is being prepared, in order that 
they may have the benefit of the experience 
of such organizations along the practical 
lines of administration. I emphasize the 
words “practical lines of administration” in 
order to clearly define and separate it from 
the legal aspects, for, of course, the latter 
should be taken care of by the lawyer. 
Now let us consider some of the few 
simple ways in which we banks can be of 
assistance to the lawyer and his client, and 
in this connection I will confine my re- 
marks to wills, which provide for a 
residuary trust. 


Have Both Lawyer and Client 
Present 


IRST, it is the better part of wisdom in 

order that our motives may not be 
misconstrued, to discuss the various mat- 
ters only when the lawyer and his client 
are both present. It is both wise and 
courteous, to make such suggestions as you 
may have to offer in the form of a ques- 
tion for the lawyer and his client to con- 
sider, never forgetting for one instant that 
in the final analysis the lawyer is to draft 
the document, and be responsible for its 
legality. 

Let us assume that John Doe wishes to 
name you as executor and trustee in his 
will, the general terms of which are to 
hold the entire estate in trust during his 
widow’s life, the income to be paid to her 
during that period, and upon her death the 
trust to terminate and be distributed among 


Twelve Points in Making a Will 


By A. C. LIVINGSTON, 


Vice-President and Trust Officer 


National Newark & Essex Banking Co., Newark, New Jersey 


his children. A very simple will. Would it 
not be wise, however, to inquire of the testa- 
tor whether he desires to dispose of his 
household furniture, personal effects, etc., to 
some specified legatee, presumably his wife? 
Otherwise, this property would fall into the 
trust fund, which would necessitate the 
selling of these articles in order that the 
proceeds might be invested to produce in- 
come for the life beneficiary. In every 
case which has come to my _ attention, 
where the situation approximated the fore- 
going, and where the question was asked, 
the testator was decidedly of the opinion 
that he wished to dispose of these items 
specifically, rather than to have them be- 
come a part of the trust. On the other 
hand, I have seen more than one widow, 
in cases where these articles became a part 
of the trust fund, actually purchase them 
from the executor for sentimental reasons, 
and to her own financial disadvantage. 

Next consider the matter of investments. 
I find that the majority of testators prefer 
to give the trustee the right to continue his 
investments in its discretion. Make this in- 
quiry, and if the testator so desires, have 
the clause inserted in the will. This clause 
is particularly desirable in those cases where 
the testator may hold a substantial interest 
in a more or less private corporation. The 
mere fact that the clause may be inserted, 
does not of itself mean that the trustee 
would not dispose of the securities left by 
the testator, but it would give the trustee 
sufficient authority to continue the investment 
if in using reasonable business judgment it 
felt it advisable to do so. If the clause is 
not inserted in the will, it would be the 
duty of an executor and trustee in many 
states, to dispose of such securities as might 
not be legal trust investments, within a rea- 
sonable period after the death of the 
testator. 


Powers as to Investments 


HE next question to be decided is rela- 
tive to investment of funds. In most 
states failure on the part of the testator to 
indicate the class of securities which the 
trustee may invest, restricts the trustee to 
the so-called legal trust investments. This 
should be carefully explained, for there are 
many individuals who desire to leave the 
matter of investments and reinvestments to 
the discretion of the trustees, and if that is 
the case, their desires should be carefully 
expressed. Great care, however, should be 
taken when broaching this subject, not to 
give the false impression that you, for some 
reason, desire to have discretionary powers 
as to investments; in other words, be par- 
ticular to make it plain that it is simply a 
question for the testator to decide, and 
then have his wishes incorporated in the 
will. 
Under the 


heading of investments, it 
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would be well, also, for the testator to 
consider the advisability of authorizing the 
executor and trustee to take advantage of 
“rights” to subscribe for new stock of cor- 
porations, in which he was a stockholder at 
the time of his death. Not infrequently in 
cases where it is the duty of the executor 
to sell these rights, the quotations do not. 
reflect their true value, and there are many 
instances where an executor and trustee 
would be entirely justified in subscribing 
for the new stock rather than to sell the 
rights, if the testator had given this author- 
ity in the will. 

Another matter which I find is not under- 
stood, or thought of generally, is that of 
amortization. The laws of the various states 
differ regarding this vexatious matter, but 
a careful explanation should be made of 
the practice followed in the state in which 
the bank is located, and that a clause be 
inserted in the will giving specific instruc- 
tions. In New Jersey failure on the part 
of the testator to mention this matter in the 
will makes it necessary for the trustee to 
amortize premiums paid on the purchase 
of bonds. But on the other hand, the life 
beneficiary receives no direct benefit from 
bonds purchased at a discount. It is ob- 
vious that unless an estate is extremely 
large, failure to amortize premiums paid on 
the purchase of bonds would not deplete 
the principal of the estate to any appreciable 
extent, and I find that where the subject is 
carefully explained, the vast majority of 
testators prefer that no amortizations take 
place. 


“Principal or Income’? Com- 
plications 


ERHAPS one of the most difficult 

questions for a trustee to decide is that 
of determining whether extraordinary cash 
dividends and dividends payable in stock, 
should be considered as principal or income. 
Not infrequently this question becomes- so 
complicated as to make it necessary to resort 
to the court for its interpretation, all of 
which means not only expense to the 
estate, but also tends to produce an un- 
friendly feeling between life beneficiary and 
trustee. It is well, therefore, to inquire of 
the testator whether he may wish to stip- 
ulate in his will how these items are to be 
treated. Many testators prefer to make 
this designation, although occasionally a 
testator prefers that the will be silent in 
this regard. A word of caution in this 
connection would be proper, in view of the 
fact that the laws of some states do not 
permit accruing income to principal for 
one who has reached his or her majority. 
Therefore, in such states, it would not be 
proper for the testator to arbitrarily in 
his will designate that these items should 
be considered as principal, for a part or 
all of the dividends might really be income 
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under the law. However, as the testator 
is having his will prepared by his lawyer, 
the lawyer should carefully consider the 
legal problem involved. The bank officer 
should simply bring up this question for 
consideration. 

A clause which should be in every will, 
is a power of sale covering both real and 
personal property, and running to both exec- 
utor and trustee. We frequently find a 
power of sale covering real estate, but in 
comparatively few cases do we find an 
expressed power of sale as to personalty. 
The reason for the omission of the power 
of sale for personalty, is because in most 
states the executor has by law the right to 
sell personal property. But unhappily, some 
stock transfer agents who apparently do 
not recognize this fact, and demand that they 
be furnished with a court order before they 
will transfer securities assigned by an exec- 
utor. It is quite true that such a trans- 
fer agent in most instances, takes a position 
which cannot be defended at law, but in 
the vast majority of cases, the amount in- 
volved is not of sufficient size to warrant 
the executor or trustee in subjecting the 
estate to the expense of a legal proceeding 
to force the transfer agent to recognize this 
power. Certainly there is no harm in in- 
cluding personal property in the power of 
sale, and it is quite conceivable that such a 
clause leaves no question as to the testator’s 
intention, and may relieve the estate from 
unnecessary expense. 


Business Not Sought 
(Continued from page 501) 


a day passes that we do not have some in- 
quiries from banks in other localities 
throughout the south and east for informa- 
tion concerning our practice. 

Speaking for my institution, about 90 per 
cent of the escrows handled involve real 
estate, and consist of sales, loans, exchanges, 
sales of mortgage and trust deed notes, and 
the handling of oil leases and ninety-nine 
year leases. In addition to this we handle 
sales of stock in bulk, as the sale of a 
going business such as a restaurant, auto- 
mobile service station, grocery store, etc.; 
also corporate stock and subscriptions for 
same under the order of the State Corpora- 
tion Commissioner. 


Bring New Accounts 


E find that the bank that maintains an 

efficient escrow department has the 
first opportunity to secure the banking busi- 
ness of persons who buy homes in a new 
community. In some localities our escrow 
department has been a very material factor 
in the upbuilding of the bank. In addition 
to the new accounts secured, our escrow de- 
partment is instrumental in sending an enor- 
mous amount of business to our bond de- 
partment, trust department, safe deposit de- 
partment, foreign exchange department and 
other departments of the bank. 

To consider briefly the routine of an ordi- 
nary real estate sales escrow: Mr. Jones 
sells a piece of property to Mr. Smith. 
Jones wants to be sure that he will receive 
his money before he lets go of his title, and 
Smith is equally anxious to make sure that 


Another subject which frequently has 
caused expense to estate, harassed the exec- 
utor and led to misunderstanding among 
the testator’s heirs, is that of afterborn 
children. There are many wills which are 
drawn without provision for afterborn chil- 
dren, and this subject should be considered 
carefully by the lawyer and his client, so 
that if there is any possibility of children 
being born subsequent to the signing of the 
will, the will itself should make proper pro- 
vision for this contingency. 

There should be no less than three wit- 
nesses to a will. Many states do not re- 
quire this number in order that the will 
may be probated, but it is also true that 
some states require three witnesses, and I 
believe that no state requires more than this 
number. In view of the fact that a testator 
may own, or have an interest in real estate 
located in a state which requires three wit- 
nesses to a will, it is a safer plan to have 
this number even though the state in which 
he resides requires only a smaller number. 


HE following twelve items should be 
considered when a will is drawn: 

It should be drawn by a competent 
lawyer, and not by the corporate 
executor. 

Any suggestion regarding a will 
should be made only in the presence 
of the testator and his lawyer. 

Suggestions should be made in the 
form of questions for the lawyer and 


he receives good title before his money is 
used. These gentlemen therefore proceed 
to the escrow department of some bank or 
trust company and Jones instructs the bank 
in writing to record the deed upon payment 
of a certain sum of money to it, for his ac- 
count. Smith deposits his money and in- 
structs the bank in writing to pay same to 
the order of Jones when the bank holds for 
him, Smith—First: a recorded deed to the 
property in question. Second: a guarantee 
of title, showing record title to the property 
described in the deed, to be vested in him, 
free and clear of all incumbrances, except 
certain conditions, etc., which he may have 
agreed to waive. There are probably sev- 
eral items to adjust, such as interest on in- 
cumbrances of record, fire insurance pre- 
miums and taxes. There may be an in- 
cumbrance to pay off and there may be a 
broker’s commission to be paid. All of these 
items, of course, are covered by written in- 
structions. The escrow company, when it is 
satisfied that it has sufficient money to meet 
Jones’ demand and that it can comply with 
Smith’s instructions, upon recording the 
deed, sends the deed to a title company, with 
instructions to it to record when it can issue 
its guarantee showing title to be in a certain 
condition. After the deed has been recorded 
and the guarantee returned, the settlement is 
made and the transaction closed. 


Branch Instruction School 


HE institution with which the writer is 
connected has about 93 branches, ap- 
proximately 50 of which handle escrows. 

In order to make for uniformity in prac- 
tice and policies, to keep in touch with cur- 
rent court decisions and for the interchange 
of ideas, representatives from these branches 


his client to consider. 
Watch out for ‘disposition of per- 


sonal effects, household furniture, 
etc. . 

Take up the question of whether or 
not the testator desires to give the 
executor and trustee power to con- 
tinue his investments. 

The testator should consider the 
matter of how the trust fund is to 
be invested and reinvested from time 
to time. 

The testator should consider the 
matter of how the executor and trus- 
tee is to deal with “rights” to sub- 
scribe for new stock. 

The matter of amortizing premiums 
paid on the purchase of bonds should 
be brought to the attention of the 
testator. 

The testator should consider 
whether or not he desires to give 
specific instructions regarding ex- 
traordinary cash dividends, and divi- 
dends payable in stock. 

Power of sale covering both real 
and personal property, and running to 
both executor and trustee. 

The matter of afterborn children 
should be considered. 

Three witnesses to the will. 

On account of the laws of various states, 
all these suggestions may not be applicable 
in every case, but I believe that in general 
they should be given careful consideration. 


meet in conference one night each month, 
at which time a paper is read by one of the 
class on a subject previously assigned, and 
another member of the class leads the dis- 
cussion. In addition to this, hypothetical 
escrows are worked out by members of the 
class, different ones being assigned to take 
the part of the various parties to the trans- 
action. From time to time the meetings are 
addressed by outside speakers who are par- 
ticularly qualified to handle the subject pre- 
sented. 


In furtherance of the idea of this meet- 
ing of branch departments, the writer con- 
ceived the plan of bringing together in closer 
harmony the representatives of the leading 
banks of the city, with the result that man- 
agers of the escrow departments from each 
of the principal banks of Los Angeles have 
been in attendance twice each month for 
the purpose of agreeing on minimum charges 
for escrow service and uniformity in prac- 
tice and policies. 


A schedule of minimum fees has been 
agreed upon and is ready for submission 
to the executive officers of the different 
banks, and a committee is now working 
upon escrow forms which might be adapta- 
ble for uniform use. 

After these major problems have been 
taken care of, the meetings will be given 
over to questions of policy and the inter- 
change of ideas, interrupted occasionally 
by a program which will include speakers 
who are recognized masters of their sub- 
ject. It is believed if nothing more is ac- 
complished than the bringing together of 
representatives of the various banks, a great 
deal of good will result, as it will mean 
at least closer cooperation in handling prob- 
lems which are common to all. 


Some of the Major Problems 


By JAMES E. CLARK 


HERE is one kind of satisfaction 

in the contemplation of our national 

wealth as set forth in current sta- 

tistics; there is another and a more 
personal satisfaction in the contemplation 
of our present prosperity and the even 
greater prosperity that seems to be de- 
veloping. But the business statistics of a 
year or a group of years, though interesting 
and useful, may still fall far short of being 
a reliable gage of progress. 

They tell of the progress of industry and 
commerce, but they give no gage of various 
influences at work which are directly and 
closely related to industry and commerce. 
To illustrate: There were times in the his- 
tory of the nation when the condition of 
business as now reported would have been 
rated at or about zero, though in those zero 
times the nation was making giant strides 
in real progress. Statistics of business dur- 
ing and immediately after the Revolution 
would have made a poor showing, though 
the enrichment of that generation and of 
succeeding generations rose beyond the limi- 
tations of calculation. 

In the discussions about fundamental busi- 
nesses there is a general ignoring of the 
fact that a fundamental business of life is 
the development of character. The develop- 
ment of character is another way of stating 
that high principles and high ideals shall 
hold sway, and that men shall not be turned 
from these principles and ideals by conven- 
ient excuses or ingenious phrases. So, if at 
certain stages of our national life we actual- 
ly enriched ourselves beyond calculation, 
though business was at a low ebb, the con- 
verse might sometimes be true that we retro- 
grade in character while our riches pile up. 

It is not contended that such a falling off 
is now taking place; only from the perspec- 
tive of a past may that be ascertained ac- 
curately ; nevertheless there are today pro- 
nounced trends in American life that may 
well be reckoned with in any speculation as 
to the welfare of the nation. 

First, there is the trend toward a lower 
moral tone as evidenced by the acceptance 
of millions of people day by day, Sundays 
included, of moving pictures vicious in sex 
suggestion and powerful in the subtle sug- 
gestion to resort to crime and violence. “The 
fact is that the motion picture has become 
a menace to society,” declared the New 
York State Motion Picture Censorship Com- 
mission in a recent report to the legislature. 

There is a trend toward outlawry, out- 
standingly evidenced in illegal traffic in liq- 
uor and the detached interest of public opin- 
ion; the reign of banditry; the destruction 
of human life on streets in traffic “acci- 
dents”; the recurrence of allegations of 
crime in high places. 

There is a subconscious trend toward com- 
munistic practices evidenced by the growth 
in popularity of that principle of action 
which prompts the seeking of special ad- 
vantages by the enactment of special laws. 

Offsetting these negative trends there is 


the commanding spectacle of science ad- 
vancing; education advancing; charity 
broad, considerate, vigorous, sustained and 
vigilant; a nation tolerant and forbearing 
on the one hand, quick to help and to sac- 
rifice for other nations; men in high places 
placing great value, not upon self-gain, but 
upon public service and the possession of 
simple, old-fashioned virtues. 

Statistics serve well in their sphere, but 
they may not safely be regarded as final 
evidence either of national progress or retro- 
gression. 


In Restraint of Commerce? 


i the opinion of an unknown complain- 
ant a conspiracy exists between certain 
advertising agencies and publishers whereby 
many advertisers suffer serious financial 
losses from year to year. 

Because of this belief a complaint has 
been served by the Federal Trade Commis- 
sion naming the American Association of 
Advertising Agents, the American Press 
Association, and the Southern Press Asso- 
ciation as defendants in the alleged con- 
spiracy. 

The questions raised concern business in 
general, since advertising touches directly or 
indirectly all business; and it concerns in- 
terstate commerce in more than an incidental 
way, in the opinion of the Commission, be- 
cause advertising provides the only practical 
means by which many enterprises may find 
markets outside of the immediate localities 
in which they are situated. 

Two leading questions are at issue, one of 
which is whether a publisher may have one 
schedule of prices for advertising, if the ad- 
vertising comes to him through a recognized 
advertising agency, and another schedule of 
prices if the business comes to the publisher 
direct from the advertiser, such as a manu- 
facturer of clothing, automobiles or food 
products. 

It has long been the practice for publish- 
ers of newspapers and magazines to pay ad- 
vertising agencies a commission of fifteen 
per cent on the gross rate cost of the adver- 
tising placed with them. To the uninitiated 
the practice at first may seem to have some- 
thing of a contradictory nature in it, the 
seeming irregularity arising from the fact 
that the advertising agency—as the practice 
has developed—is not in fact the agent of 
the publishers and accountable to them by 
whom he may appear to be paid, but is in 
truth the agent of the advertiser. It is to 
the advertiser that the agent looks for his 
income, though it is through the grace of 
the publishers that he is able to make his 
profit. 

Thus far the matter is comparatively 
simple and would continue so to be if adver- 
tising were a mere commodity transaction, 
or a transaction of so much space purchased 
and of so many plates or so much type or 
manuscript delivered to be put into pur- 
chased newspaper or magazine space. The 
latter, however, is only a small part of the 
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whole transaction. The service the adver- 
tising agency renders that is of greatest 
value to the advertiser is sometimes far more 
important than even the production of the 
article which the advertiser is selling. Little 
genius is necessary to produce a good scour- 
ing powder, but in the face of present com- 
petition a certain expert knowledge is neces- 
sary to move the public to purchase the 
powder. Dependable knowledge is necessary 
of the whole range of distribution—whole- 
salers, retailers, jobbers; of household 
needs; of the possible buyers; of labels and 
colors and types and pictures; of packages 
and posters; of the most favorable publica- 
tions in which to lie in wait for the atten- 
tion of possible buyers; of the formula and 
methods for ascertaining whether or not the 
publisher has any real basis for his claims 
of circulation and his claims as to the place 
his periodical has in the affections of his 
community. 

A long-established advertising agency in 
the hands of experienced men should be able 
to develop markets for new products and 
to keep alive the demand for things now on 
the market. Without this counsel an adver- 
tiser may inefficiently or ineffectually spend 
large sums in what in the long run amounts 
to mere experimentation. He may perform 
costly experiments in salesmanship which 
years ago were found by some other busi- 
ness man to have been failures. 

Working for several clients the agency is 
able without detriment to any of them to 
bring about better and finer adjustments in 
the campaign of each. 

After the research work necessary to in- 
telligently undertake a campaign, there is a 
real burden of work assumed by the agency 
in the nature of writing the advertisements, 
preparing accompanying art work, creating 
the composite picture of types and illustra- 
tions, and finally the grosser mechanical de- 
tails of engravings and matrices. In their 
proper places come the selection of media, 
the distribution of advertisements on sched- 
ule, the checking and paying of the publi- 
cations. Out of the appropriation which the 
advertiser authorizes his agent to spend, the 
agent gets 15 per cent allowed to him by 
the publication in which the business has 
been placed. In theory and as a broad rule 
he gets no specific compensation from the 
advertiser whom he thus serves. In the 
ordinary way of expressing it there are 
really not two sets of prices. There is the 
gross which the publishers charge for space 
and the net rate or the 15 per cent which 
the publisher allows the agency, because it is 
an agency. If an advertiser elects to per- 
form for himself all the services enumerated 
above and sends his orders, engraving and 
copy direct to the publisher, he does not 
as a rule get the benefit of the agency rate. 
And therein the Federal Trade Commis- 
sion sees unfair discrimination. In behalf 
of those who favor the agency system 
as an institution of efficiency, and one which 
is undeniably creating new markets and 
maintaining market demands, it is claimed 
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that these two prices are in effect really the 
wholesale price to the agency and the retail 
price to the advertiser. 

Such efforts as have been made by the 
agencies’ association and by the two asso- 
ciations of publishers to foster this system 
constitute a conspiracy in restraint of trade 
according to the complaint. Significant 


among a long list of items in the complaint 
specifically charged against each of the de- 


N the past national banks have seen 
very profitable business of old and 
valued clients slip away to some trust 
company qualified to render fiduciary ser- 
vice. Much time and money are spent to 
build up the banking patronage of substan- 
tial persons and firms with whose personal 
and business affairs the officers of the bank 
are intimately acquainted. Lack of fiduciary 
powers defeats further profitable service to 
this valuable clientele. There is a grow- 
ing tendency now to name corporate fidu- 
ciaries to act as executors or co-executors 
and administrators of wills and to create 
trusts under wills, most of which was, not 
long ago, done largely by individuals. The 
accumulated knowledge gained by a bank in 
the handling of its customers’ business af- 
fairs during their life time, if it has a 
properly organized trust department, makes 
it a splendidly qualified agency to distribute 
or manage the customer’s estate in accord- 
ance with his wishes. 

When trust powers became available to 
national banks through the Federal Reserve 
Act they were slow to make application for 
such powers or to act under them to any 
great extent after they were granted, except 
in corporate trusteeships. In fact, there was 
considerable doubt in the minds of many 
of the old time bankers as to whether it 
was quite consistent with the dignity and 
traditions of national banking to disturb its 
serenity by adding the troubles and worries 
accompanying general trust work with its 
never ending stream of problems. But as 
reports of successful use of trust powers 
began to come in from the path-finding 
banks, the list grew until now there are a 
large number of national banks which are 
proving by successful and profitable oper- 
ations that there is nothing inconsistent 
between the business of a national bank and 
general trust work. 

Corporate trust powers were first granted 
to the Farmers Fire Insurance and Loan 
Company by the New York Legislature in 
the year 1822. This company is still in busi- 
ness, having changed its name in the course 
of time to the Farmer’s Loan & Trust Com- 
pany of New York. From that time on the 
field of trust service preformed by the cor- 
porate fiduciary has widened and broadened 
until today it performs a multitude of ser- 
vices for individuals and corporations. The 
field of activity for the corporate trustee is 
really only limited by the ingenuity of trust 
officers and the willingness of the public 
to place its affairs in their hands. Up to 
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fendants is the issuing of lists of publishers 
who refuse to give the lower rate to direct 
advertisers; and the charge that pressure 
has been brought to bear to prevent the bene- 
fits of low rates to advertisers not placing 
their business through agencies. 

Whatever the final decision may be, this 
much seems to be clear: The advertising 
agency as an institution has been developed 
to such a degree of efficiency, has become, 


Confidence Is the Very Life Blood 


By NICHOLAS H. DOSKER 


Vice-President, National Bank of Kentucky, Louisville, Kentucky 


this time the surface of the possibilities of 
trust services has hardly been scratched. 
The number of estates which are being 
handled by corporate fiduciaries is on the 
increase, but to convince ourselves that trust 
companies have no monopoly on estate ad- 
ministration it is only necessary to watch 
the probate news and see in what a large 
proportion of wills disposing of sizable 
estates individuals only are named. It is 
undoubtedly true that the corporate execu- 
tor and trustee has not yet gained the full 
confidence of the public. 


While great strides have been made in 
recent years in persuading the public to 
establish voluntary living trusts, its possible 
development has likewise only begun. The 
same is true of corporate trusteeships, agen- 
cies and other well established trust ac- 
tivities. The most important thing that cor- 
porate fiduciaries can do to insure their per- 
manent success is to gain and keep the con- 
fidence of the public. Public confidence in 
the fidelity and absolute integrity of trust 
companies or banks exercising trust powers 
is the very life blood of the business. To 
give a competitor a veiled thrust or an 
open jab in soliciting trust business, whether 
true or not, is likely to react in the minds 
of the prospect to the injury of the whole 
business. 


No Easy Business 


UT while there is business enough for 

all, let no national bank starting out to 
exercise trust powers assume that it is an 
easy business or that the public, or even 
its own customers, are going to stampede 
them with offerings. The development of a 
trust department is slow, hard work at best. 
Trust work is highly specialized business 
with many pitfalls for the inexperienced, 
and it is very necessary that the trust officer 
be well qualified for his job. If a well 
located national bank gces into trust work 
with a determination to succeed, a willing- 
ness to wait for its efforts to bear fruit, 
a proper organization and full cooperation 
of the officers of the banking department, 
there is no reason why it should not build 
up a profitable trust business regardless of 
the keenness of the competition. 


National banks are new in trust work and 
can profit greatly by the experience and co- 
operation of older trust companies. Trust 
companies should not feel aggrieved because 
national banks are now invading the pre- 
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in the highest sense, such a great economic 
force that even an adverse ruling on all 
counts is not likely to seriously jar it. Nev- 
ertheless these charges of conspiracy are of 
real concern to business, for the advertising 
expenditure of the nation in newspapers 
alone is $600,000,000 a year, and the issue 
raised brings into the matter—though per- 
haps by the back door—the principle of the 
freedom of the press. 


serves which they had held exclusively for 
so long a time. Did they not also invade 
the preserves of commercial banking? There 
is room and profit for all in the trust vine- 
yard. 


In Small Communities 
(Continued from page 506) 


verse the attitude of the courts to the very 
great advantage of the trust departments. 
We take no particular pride in our past 
record in the administration of our depart- 
ment, and sincerely hope that the business, 
earnings and efficiency will increase greatly 
in the future. We present the amount of 
our earnings merely that comparative fig- 
ures may be available. In the first year we 
earned practically nothing. At the end of 
the first four years our total net earnings 
amounted to $15,800.00. In the fifth year, 
1924, our net earnings were $10,041.00. We 
find that the value of the assets of éstates 
now on hand amounts to nearly one million 
dollars. There are 39 estates as well as a 
large volume of minor business. Much of 
this business yields but small returns but 
with the use of only a trust officer and one 
clerk, we are able to render services to the 
customers of the bank, greatly in excess of 
that shown by the actual earnings of our 
department. In our city there are three trust 
companies and two national banks operating 
trust departments. Each is inclined to charge 
minimum fees in order to build up and or- 
organize its business in the competitive field. 
The trust department of the small com- 
munity, organized as it is, primarily to assist 
the active commercial life and activity of 
the bank; rendering service gratuitously and 
otherwise to the customers of the bank; 
maintaining the best possible relationship 
with courts, lawyers, co-trustees, beneficiar- 
ies and general customers; keeping accurate 
records and accounts; carefully and system- 
atically handling securities and properties 
committed to its charge; operating its trust 
business conservatively and attempting to at- 
tract business and build up its functions in a 
capable, honest, painstaking way; creating 
confidence in the department and in the bank, 
primarily by the results apparent from work 
well done, seems in the short period of its 
existence to have earned for itself a perma- 
nent and important place in the regular op- 
eration of the bank and indicates that it will 
render substantial profit to the institution. 


if 
= 
| 


Activities of Organized Banking 


ITH the Spring Meeting of the 

Executive Council of the Ameri- 

can Bankers Association sched- 

uled to be held in Augusta, Ga., 
on April 20-23, a series of four regional 
conferences planned by the Savings Bank 
Division during February and March and 
the Sixth Mid-Winter Conference of the 
Trust Companies of ,the United States on 
the program for Feb. 18-19 in New York 
City, there will be a round of association 
activities in the interest of American bank- 
ing during the next few months. 

Atlantic City has been selected as the city 
where the Fifty-First annual convention of 
the American Bankers Association will be 
held. The sessions will begin on Sept. 28 
and will continue through Oct. 1. The Hotel 
Traymore has been chosen .as headquarters. 


The Spring Meeting 


PECIAL trains from New York and 

from Chicago and the West will carry 
the bankers attending the Spring Meeting at 
the Bon Air-Vanderbilt Hotel, at Augusta. 
The train, bearing the special Pullman cars 
containing the eastern delegation, will leave 
New York on Saturday morning, April 18, 
at 10:10 a.m., going by the way of Washing- 
ton. It is scheduled to arrive at Augusta 
Sunday morning at 8:50 o’clock. 

The exact schedule for the special train 
from Chicago and the Middle West had 
not been determined late in January, but it 
will leave Chicago and St. Louis on Friday 
morning, April 17. The journey will be 
made via Indianapolis and Cincinnati. The 
Chattanooga bankers have extended an in- 
vitation to the southbound delegation to stop 
over there for a day and see Lookout Moun- 
tain, the famous battlefields and other points 
of historic interest around Chattanooga. 
Last year stops were made at Evansville and 
Birmingham, and the reception accorded the 
visitors was notable for its warmth and 
pleasurable features. The special will 
reach Augusta Sunday morning. 


Importance of Savings 


NASMUCH as savings deposits in banks 

and trust companies now constitute slight- 
ly more than half of the national total of 
individual‘ deposits, the increasing impor- 
tance of savings deposits as a factor in the 
banking structure is apparent. While the 
number of savings banks has not materially 
increased during the past few years, the num- 
ber of banks accepting savings deposits has 
grown by leaps and bounds. 

In order that bankers interested in sav- 
ings business may have more opportunity 
to understand the factors entering into sav- 
ing deposits, a series of four regioual con- 
ferences sponsored by the Savings Bank Di- 
vision will be held this winter. The first 
one will be in San Francisco at the St. 
Francis Hotel on Feb. 19-20, under the 
chairmanship of Paul A. Pflueger, assistant 
vice-president of the Humboldt Bank, San 
Francisco. To this conferente all bankers 


in Washington, Oregon, Cal:fornia, Idaho, 
Montana, Wyoming, Nevada, Utah, Colo- 
rado, Arizona and New Mexico are invited. 

The second conference will be held at 
Minneapolis at the Radisson Hotel on Feb. 
26-27 under the chairmanship of Thomas F. 
Wallace, treasurer of the Farmers and Me- 
chanics Savings Bank of that city. To this 
conference all bankers in Michigan, Illinois, 
Wisconsin, Minnesota, North Dakota, South 
Dakota, Nebraska, Iowa and Missouri are 
invited. 

The third conference will be held at Chat- 
tanooga on March 5-6 under the chairman- 
ship of Taylor R. Durham, vice-president 
of the Chattanooga Savings Bank. This 
conference district includes the states of 
Texas, Oklahoma, Arkansas, Louisiana, 
Mississippi, Tennessee, Alabama, Florida, 
Georgia, South Carolina, North Carolina, 
Virginia, Kentucky, Ohio, Indiana, Kansas 
and West Virginia. 

The fourth conference will be held at 
Boston at Hotel Somerset on March 12-13 
with J. H. Soliday, president of the Frank- 
lin Savings Bank, Boston, as chairman. To 
this conference are invited all bankers in 
the states of Maine, Vermont, New Hamp- 
shire, New York, Massachusetts, Connecti- 
cut, Rhode Island, New Jersey, Pennsyl- 
vania, Maryland, Delaware and the District 
of Columbia. 


The subjects on these programs are to 
be carefully worked out and presented by 
speakers who are experts in the subjects 
which they discuss. Brevity and a wide 
range in the topics will feature the pro- 
grams. Similar conferences held last year 
were largely attended and received favorable 
comment. generally. San Francisco on the 
evening preceding the conference will stage 
an oratorical contest by representatives of 
the various American Institute of Banking 
chapters. The winner will receive an ap- 
propriate prize. 

As an indication of the diversity of the 
program to be presented at the regional 
conferences, a condensed outline of the Min- 
neapolis conference calls for the addressés 
on “What Savings Banks Mean to a Com- 
munity”; “Our Neighbors Across the Cana- 
dian Border”; “How Banks Should Invest 
Savings Funds”; “If the Savings Bank Were 
a Department Store,” and “Does It Pay to 
Go Out of the Way to Gain the Custom- 
er’s Good Will?” 


Open forum discussions of Modern Meth- 
ods in Savings Bank Operation, limited to 
five-minute talks, are to be had on “Opening 
and Closing Accounts”; “Data Required 
on Cards”; “Identification”; “Unit Plan for 
Tellers”; “Savings Manager and His Du- 
ties’; “Methods of Paying and Figuring 
Interest”; “Bookkeeping Systems.” “The 
Bank and the Home Builder” are to be con- 
sidered with a discussion of encouraging 
savings for homes and methods of arrang- 
ing mortgages and terms of repayment. The 
bank in the smaller town will be discussed 
also, with consideration’ of how it can best 
cooperate with the community and when the 
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banker knows his customers personally. A 
round table series of talks on “One Thing 
We Did to Interest Farmers” is to be in- 
cluded. 


Protecting the savings dollar from the 
speculator is on the program, with a discus- 
sion of how it can be done and whether 
investments by the large savers should be 
encouraged. In the sphere of advertising 
the problem of backing up the advertising is 
to be discussed, with an open forum on the 
various agencies of advertising—window 
and lobby displays, direct-by-mail plans, 
house organs, new business from the high- 
ways and byways and educating customers 
after the receipt of the new account. Busi- 
ness building through school savings, boys 
and girls clubs, industrial savings and fol- 
lowing leads inside the bank is to be dis- 
cussed. Under the head of plans that worked, 
the conference will hear the descriptions of 
tested plans of other bankers that brought 
people into bank lobbies. 


Trust Companies Conference 


HE Mid-Winter Trust Company con- 

ference will be primarily a question con- 
ference. During the two days given to 
the exchange of ideas, opinions and experi- 
ences of men actively engaged in handling 
trust company business, the open forum 
method will be followed so that any banker 
in attendance may participate in the con- 
ference by asking questions to obtain in- 
formation on the various problems presented 
in trust work. 


It is planned to have certain topics brief- 
ly presented to the conferees by a banker 
who is a recognized authority on this line 
of work. A series of questions covering a 
wide range of fiduciary subjects, from the 
securing of trust company business to the 
final closing of estates and trusts, will be 
distributed, and all present may be accorded 
an opportunity to participate in the ensuing 
discussions. 


The vexing angles of taxation, which arise 
frequently when property is managed for 
others, will be fully considered. The multi- 
plicity of estate or inheritance tax laws, 
the increasing duties and responsibilities of 
administering trusts under these laws, the 
changing methods of handling estates and 
trusts due to new economic and social con- 
ditions, the increased opportunity to serve 
in the reorganization of estates, the grow- 
ing importance of insurance in its relation 
to estates and trusts, and the need for con- 
certed effort in the conduct of this business 
will come within the scope of the confer- 
ence. 

The main ballroom of the Commodore 
Hotel will be the scene of the fourteenth an- 
nual banquet. Sir Henry Thornton, K.B.E., 
chairman and president of the Canadian Na- 
tional Railways, and Ernest Martin Hop- 
kins, president of Dartmouth College, will 
deliver addresses. 


(Continued on page 523) 


The Condition of Business 


Recent Events in Finance and Trade Reflect Gradual Progress 
Toward More Normal Economic Relations Throughout the 
World. Sterling Near Par and Other Currencies Stable. Farm 


N recent months, and particularly in 

December and January, most of the 

important developments in the field of 

finance, and many in the field of trade, 
have been of an international character and 
have reflected in one way or another gradual 
progress towards a state of more normal re- 
lations throughout the world. Sterling has 
advanced almost to gold parity and other 
leading foreign exchanges have generally 
increased in value in terms of the dollar. 
The rate at which gold has flowed abroad 
has been swifter even than in 1919, while 
there has been a further increase in the re- 
turn flow of United States currency from 
circulation in foreign countries whose own 
currencies are now sufficiently stable to com- 


mand general confidence as_ circulating 
media. Foreign borrowing here has reached 
larger totals than for many years, and 


partly as a sequel our exports of raw ma- 
terials, particularly cotton and grain, have 
shown a large increase. Due in large part 
to increased foreign demand for grain as a 
result of short harvests abroad, prices of 
farm products have reached a level equal to 
non-agricultural products for the first time 
in nearly five years. 

After selling down to $4.20 a year ago, the 
dollar rate for sterling began to recover 
gradually and by the end of October, when 
the British elections occurred, had advanced 
to $4.50. Following the recall to power of 
the Conservative party, the advance became 
more rapid and on’ January 22 the rate 
touched $4.803¢, the highest in more than a 
decade and less than 1% per cent below 
gold parity. This substantial rise during the 
year occurred in the face of a large increase 
in the British merchandise import surplus, 
which for the year 1924 amounted to £344,- 
000,000, according to the Board of Trade, 
or 60 per cent more than in 1923. 

The main factors which combined to raise 
sterling exchange are fairly clear. Disproot 
of rumors of inflation and a capital levy in 
England was followed by the gradual return 
of capital previously transferred abroad; 
higher interest rates in London than in New 
York attracted funds for investment, and in- 
creased loans here to foreign borrowers, es- 
pecially after the adoption of the Dawes 
plan, was followed by remittance of part of 
the proceeds to foreign countries. In addi- 
tion to these extraordinary factors, Great 
3ritain is reckoned to receive annually up- 
wards of £300,000,000 in interest payments 
on her foreign investments, freights earned 
by her mercantile marine, and other so-called 
“invisible” items of export. 


Gold Standard Discussed 


|G iyicinn recently the question of actual re- 
sumption of gold payments by England 
has been discussed in the monthly reviews 


and Other Prices Equalized. General Business Activity Normal. 


of the principal London banks largely as an 
academic matter. Having in mind the ex- 
traordinary character of some of the con- 
tributing forces, it was questioned whether 
the advance of sterling in terms of the dollar 
could be held. 

But with sterling holding for some time 
within 2 per cent of parity, London bankers 
have canvassed more closely the arguments 
for and against removing all restrictions on 
gold exports and resuming gold payments, 
and the drift of opinion in important bank- 
ing quarters has been rapidly in favor of 
such action. Early return of sterling to full 
gold parity was predicted at the annual 
meetings of some of the larger London 
banks, and stress was laid upon the im- 
portance of an early re-establishment of a 
free gold market in London, providing prop- 
er arrangements were made to insure an 
ample gold reserve. While it was admitted 
that the force of some of the special factors 
supporting sterling might diminish, it was 
pointed out that the recent increase in ad- 
verse merchandise trade balance was due 
largely to increased imports of raw ma- 
terials, which, in the case of grain, reflected 
in part simply high prices resulting from 
the short world harvest. In the case of raw 
materials for manufacture, stocks were ac- 
cumulated in anticipation of a trade revival 
which would in turn increase exports from 
England. Moreover, the announcement of 
plans for -effecting resumption would in it- 
self be a further factor of support. 


Other Currencies Stable 


ROWING confidence in European 
nomic conditions was reflected in fur- 
ther recoveries in the other leading ex- 
changes in January. The table below, com- 
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An innovation in savings banking—a 

children’s window, with platform and 

steps as installed in the Mission Sav- 
ings Bank of Los Angeles 
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paring rates on January 27 this year and 
last year, in percentages of par, indicates 
large progress during the year in the restora- 
tion of more normal economic relations, not 
only in Europe but elsewhere throughout the 
world: 


Jan. 27 Jan. 27 

1924 1925 
23.8 28.0 
Belgium 21.0 26.8 
Switzerland .............. 89.5 100.0 
34.1 36.2 


A year ago all of the European exchanges 
were below par with the dollar, and of the 
exchanges greatly depreciated only those of 
Austria, Finland, Latvia, and Lithuania had 
been stabilized. Now, however, Dutch, 
Swiss, and Swedish exchanges are at par, 
Sweden has resumed gold payments, the cur- 
rencies of Germany and Poland have been 
revaluated, while those of Hungary and 
Czecho-Slovakia have ‘been substantially 
stabilized. The Canadian dollar is close to 
par, and the Argentine paper peso has risen 
to within 5 per cent of par, compared with 
a depreciation of nearly 25 per cent a year 
ago. The South African government has 
announced its intention of resuming gold 
payments not later than July 1 of this year. 
Japanese yen, however, are lower than a year 
ago, following heavy importations during the 
year of commodities needed for reconstruc- 
tion in the devastated area. 

An interesting result of the greater sta- 
bility in foreign currencies has been the 
rapid return to the United States of dollar 
currency no longer needed abroad as a cir- 
culating medium. Since April, when this 
turn in direction of the movement occurred, 
net receipts of United States currency by 
the New York Reserve Bank and 14 other 
banks in New York which ordinarily handle 
a large part of this business, have amounted 
to about $60,000,000, of which more than one- 
half has come through Germany and most 
of the remainder through England, Holland 
and Switzerland. 


More Gold Exports 


r January the gold export movement at 
New York assumed even larger propor- 
tions than in December. Total net exports 
of about $100,000,000 from December 1 to 
January 29 exceeded by a substantial amount 
the total for the two months of June and 
July, 1919, when the export movement of 
that year was at its height. Exports since 
December 1 have included $37,000,000 to 
Germany, representing withdrawal of pro- 
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Decision in New Par Clearance Suit 


THOMAS B. PATON 


General Counsel, American Bankers Association 


DECISION has been handed down 

(Dec. 29, 1924) by the United 

States District Court for the 

Northern District of Georgia in 

the suit in equity, previously announced in 

the JOURNAL, brought by the Pascagoula Na- 

tional Bank of Moss Point, Miss., in behalf 

of itself and all other banks in like situation 

against the Federal Reserve Bank of Atlanta 

to obtain a definite adjudication under Sec- 

tions 13 and 16 of the Federal Reserve Act 
of the following contentions: 

1. That national and other member banks 
have a right to immediate par credit, in- 
stead of deferred credit, by the Federal Re- 
serve Bank for deposited checks and drafts 
drawn upon other members within the dis- 
trict. 

2. That such member banks have a right 
to charge for remitting payment to the Fed- 
eral Reserve Banks for checks drawn on 
such banks when held by the Reserve Bank 
for collection and not as owner. 

3. That the Federal Reserve Bank has no 
right to have or collect any checks drawn on 
its member banks which come to the Reserve 
Bank from a source outside its own district. 

4. That if the Federal Reserve Act author- 
izes a deprivation of the right of a member 
bank to charge for remitting payment to the 
Federal Reserve Bank, such provision is con- 
trary to the Constitution. 

In the decision just rendered by Judge 
Sibley and for an early copy of which we 
are indebted to L. R. Adams, general sec- 
retary of the National and State Bankers 
Protective Association, all these four con- 
tentions are denied. We are advised that an 
appeal is being prepared and will be prompt- 
ly carried through to the Supreme Court of 
the United States. 

It will be recalled that two earlier suits 
were brought by non-member banks against 
Federal Reserve Banks to obtain an adjudi- 
cation of matters of difference in connection 
with check collection and that final decision 
of the United States Supreme Court in these 
cases (Farmers and Merchants Bank of 
Monroe v. Federal Reserve Bank of Rich- 
mond and American Bank and Trust Com- 
pany v. Federal Reserve Bank of Atlanta) 
involving an interpretation of Sections 13 
and 16 of the Federal Reserve Act was 
handed down June 11, 1923, and is fully re- 
ported in the Journat of our Association 
for July of that year. The present suit in- 
volves the rights of national banks and other 
members of the Federal Reserve System. 

We are publishing below the opinion in 
full and have taken the liberty of inserting 
syllabi preceding the text of each one of the 
four propositions decided. 


Opinion of Court 


“The handling of checks between Federal 
Reserve Banks and non-member banks of 
the Reserve System was dealt with in Amer- 
ican Trust & Banking Co. v. Federal Reserve 
Bank of Atlanta, 256 U. S. 350; 262 U. S. 


643, and.in Farmers and Merchants Bank of 
Monroe v. Federal Reserve Bank of Rich- 
mond, 262 U. S. 649. The present case in- 
volves the handling of checks between the 
Federal Reserve Bank and one of its mem- 
bers under Regulation J of the Federal Re- 
serve Board. That regulation, adopted to 
execute the collection and clearing house 
powers granted in Section 13 and Section 16 
of the Federal Reserve Act, requires that 
each Federal Reserve Bank shall exercise 
the function of a clearing house and collect 
checks on terms and conditions particularly 
set forth, whose effect, so far as here mate- 
rial, is that each Reserve Bank will receive 
at par, checks which can be collected at par, 
and only such, whether they be sent it by its 
own member and affiliated banks, or by or 
for the account of, other Reserve Banks, 
and whether the checks are drawn on its 
own member banks or non-member banks, 
and that the checks sent each Reserve Bank 
will be counted as reserve or become avail- 
able for withdrawal by the bank sending 
them (subject to final payment) only in ac- 
cordance with a time schedule based on ex- 
perience of the average time required to col- 
lect checks drawn on the different points. 
The observance of this regulation by the Re- 
serve Bank of Atlanta results in a refusal by 
it to permit the complainant, one of its mem- 
bers, to deduct the previously charged “ex- 
change” or compensation for remitting pay- 
ment for checks drawn on complainant, and 
prevents complainant getting immediate 
credit for checks sent by it to the Reserve 
Bank when drawn on points at a distance 
from Atlanta, whereby it loses the use of 
the credit during the period of delay. The 
complainant contends, first, that by the pro- 
vision of Section 16 of the Reserve Act, it 
is entitled to immediate credit, at par, for 
checks drawn on any of the depositors in the 
Reserve Bank of Atlanta, no matter at what 
distance from Atlanta the drawee may be. 
Second, that under the Hardwick amendment 
of Section 13, it has the right to make a 
charge for remitting payment to the Reserve 
Bank of Atlanta of checks drawn on itself 
when these are not the property of the Re- 
serve Bank, but are handled for collection. 
Third, that under Section 13 the Reserve 
Bank of Atlanta has no right to have or col- 
lect any checks drawn on complainant which 
come to the Reserve Bank from a source 
outside of the Sixth Reserve District. 
Fourth, that if the Reserve Act authorizes 
this deprivation of complainant’s right to 
charge for remittance, it takes its property 
without due process of law, contrary to the 
Constitution. We consider these contentions 
in order. 


Immediate Par Credit Denied 


ECTION 16 of the Federal Reserve Act 
\J which requires every Federal Reserve Bank 
to “receive on deposit at par” from member 
and Federal Reserve Banks “checks and drafts 
drawn upon any of its depositors’ does not 
entitle a national bank member to immediate 
credit at par of such checks and drafts payable 
at distant points but such items are at first 
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received for collection and do not become a gen- 
eral deposit or the property of the Federal 
Reserve Bank and are not “received on deposit at 
par’ until the expiration of the number of days 
fixed by the time schedule. 


“1. The provision of Section 16, which is 
claimed to require the immediate credit of 
checks is: ‘Every Federal Reserve Bank 
shall receive on deposit at par from member 
banks or from Federal Reserve Banks, 
checks and drafts drawn upon any of its 
depositors.’ Complainant, being a member 
bank, claims immediate credit, at par, for all 
the checks and drafts on the depositors of 
the Reserve Bank of Atlanta, who are either 
member banks of the Sixth Reserve Dis- 
trict, the United States or other Reserve 
Banks. Regulation J allows immediate credit 
for Government checks and vouchers, and 
for items payable in the city where the Re- 
serve Bank is located. When payable at a 
distant point the item is deferred for the 
number of days indicated on the time sched- 
ule, and then credited without any deduction 
(subject to final payment) whether returns 
have been actually received or not. Are 
these latter items ‘received on deposit at 
par’? Section 5 of Regulation J states the 
terms on which checks sent to a Reserve 
Bank ‘for deposit or collection’ will be han- 
dled, the first being: ‘A Federal Reserve 
Bank will act only as agent of the bank 
from which it receives such checks, and will 
assume no liability except for its own negli- 
gence and its guaranty of prior indorse- 
ments.’ A check so received and handled is 
really received for collection and not on de- 
posit in the common sense of the word, mean- 
ing general deposit, in which arises the rela- 
tion of debtor and creditor, not that of prin- 
cipal and agent. Webster’s International Dic- 
tionary: ‘Deposit’—In a general deposit the 
check on indorsement and delivery to the 
banker becomes at once the property of the 
banker, who owes the depositor for the face 
of the check, or other agreed sum, and be- 
comes bound to honor the depositor’s checks 
therefor. New York v. Massey, 192 U. S. 
138, 145; McGregor, Receiver, v. Battle, 128 
Ga. 577. The depositor’s only relation to 
the check, thereafter, is his liability under 
his indorsement in case of non-payment, a 
liability usually enforced by ‘charging the 
check back’ to him. Usually the depositor 
may check immediately, but this is not of the 
essence of a general deposit. The parties 
may agree otherwise; and it is not uncom- 
mon in banking practice, where large checks, 
payable at a distance, are taken at par, to 
delay availability on the checking account so 
that the banker may not, by honoring checks 
in advance of collection, be lending his 
money without interest. The inclusion of 
the time schedule only in the terms upon 
which the Reserve Bank will receive de- 
posits would be ordinary prudent banking, 
considering the enormous volume of the ag- 
gregate Reserve Bank ‘afloat,’ as the mass 
of checks in transit is called. It may be 
noted that, by Section 13, non-member clear- 
ing banks are required to protect their de- 
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posited checks in transit by maintaining a 
balance sufficient to offset them, which is 
another way of saying that the checks are 
not available credits while in transit. It 
must be remembered also that these deposit 
accounts of the member banks in the Re- 
serve Bank, though subject to check, con- 
stitute their reserve required under Section 
19. By amendment of this Section this re- 
serve must be ‘an actual net balance.’ ‘Net’ 
means that all proper charges and deduc- 
tions have been made from the account; 
‘actual’ excludes what is merely fictitious or 
supposed. Uncollected checks, though sup- 
posed to be drawn against actual, available 
deposits, may not be, and if so they may 
nevertheless be defeated of payment by many 
circumstances, such as death or countermand 
of the drawer, or offset by the banker upon 
the drawer’s insolvency. An immediate credit 
of them must be largely on the faith of the 
depositor’s indorsement, but the mere obliga- 
tion of the member bank is not the actual 
reserve intended by the law. Moreover, the 
requirement that the Reserve Bank itself 
maintain a reserve in gold or lawful cur- 
rency of 35 per cent of its deposits is in- 
volved if the ‘float’ is to be counted as pres- 
ent deposits. The time schedule by which 
credit is deferred until checks would ordi- 
narily be collected minimizes the chance of 
accumulated disappointments in collection, 
and the amount of merely supposed balance 
in the reserves of members, and seems a 
very reasonable reconciliation of the require- 
ment of Section 16, that the checks be re- 
ceived on deposit in the reserve account, 
with that of Section 19, that the reserves be 
actual net balances. 

“The additional stipulation that the Re- 
serve Bank will act only as agent makes 
greater difficulty. It probably means that 
the checks are at first received only for col- 
lection; Ward v. Smith, 7 Wal. 447. ‘De- 
posits for collection’ are spoken of in Sec- 
tion 13, but ‘on deposit’ in Section 16 does 
not mean for mere collection. Since, how- 
ever, credit is to be given at the expiration 
of the period fixed: by the time schedule, 
whether returns from the check have actual- 
ly been received or not, at that time certainly 
the agency is to cease and the check is to be- 
come and does become the property of the 
Reserve Bank and the transaction ripens into 
a general deposit. The check is then ‘received 
on deposit at par,’ as required by Section 16. 

HETHER checks forwarded a national bank 

for payment are held by a Reserve Bank 
as owner or as agent, the drawee cannot make 
a charge for remitting payment to the Reserve 
Bank, as the Hardwick amendment to Section 13 
restricts that right to checks sent for collection or 
payment by other member or non-member banks 
and denies the right to make such charge against 
Federal Reserve Banks. 

“2. The next contention relates to charges 
not for collecting checks on others, but for 
remitting to the Reserve Bank payment of 
checks drawn on the member bank itself. 
Section 16 provides: 
tained shall be construed as prohibiting a 
member bank from charging actual expenses 
incurred in collecting and remitting funds or 
for exchange sold to its patrons. The Fed- 
eral Reserve Board shall, by rule, fix the 
charges to be collected by the member banks 
from its patrons whose checks are cleared 
through the Federal Reserve Bank and the 
charge which may be imposed for the ser- 
vice of clearing or collection rendered by the 
Federal Reserve Bank.’ Whether the right 


‘Nothing herein con-" 


established in the first clause quoted, of a 
member bank to charge actual expenses for 
collecting and remitting, would include a re- 
mittance in payment of checks drawn on it 
and presented’ by the Reserve Bank, or 
whether the term ‘its patrons’ in the second 
sentence refers to those sending’ checks to 
the Reserve Bank and implies that all ex- 
pense of clearance of their checks is to be 
charged back to them, are questions that 
need not be decided. For the later legisla- 
tion, known as the ‘Hardwick amendment’ of 
Section 13 is directly applicable and con- 
trols. It provides that ‘nothing in this or 
any other section of this Act shall be con- 
strued as prohibiting member or non-mem- 
ber bank from making reasonable charges, 
to be determined and regulated by the Fed- 
eral Reserve Board, but in no case to ex- 
ceed ten cents per $100 or fraction thereof, 
based on the total of checks and drafts pre- 
sented at any one time for collection or pay- 
ment and remission therefor by exchange or 
otherwise; but no such charges shall be made 
against the Federal Reserve Banks.’ The 
complainant argues that the last clause is in 
the nature of a proviso or exception wholly 
repugnant to the main enactment preceding 
it, and therefore void, leaving the grant of 
the right to make reasonable charges unre- 
strained by the exception. Or, if the last 
clause is to be treated as a part of the main 
enactment equally with what precedes, that 
the two parts are so inconsistent as to render 
the whole legislation abortive, and leave Sec- 
tion 16 to control. As pointed out in Farm- 
ers and Merchants Bank of Monroe v. Fed- 
eral Reserve Bank of Richmond, 262 U. S. 
649, 666, there is no such repugnance in the 
Hardwick amendment as to cause either con- 
sequence. The right to make the charge is 
established as to checks sent for collection 
or payment by other member banks or non- 
member banks, but it cannot be made against 
Reserve Banks. We therefore come to con- 
sider the contention that the charge is not 
made against a Reserve Bank unless such 
bank is the lawful owner of the checks dealt 
with, and that if it is handling them only as 
the agent of another, for collection, the 
charge is against the true owner and to be 
passed back by the Reserve Bank to that 
owner. The proceedings of Congress in 
adopting the amendment show that par clear- 
ance through the Reserve Banks was the 
issue dealt with. The intent of the original 
amendment was to destroy such clearance 
as a Reserve Bank policy. The addition 
of the clause under discussion was made 
with the intent, and has the effect, to 
firmly establish it and give to the Reserve 
System and to the public whatever business 
advantage in clearing and collecting checks 
may follow therefrom, as well as to save 
the Reserve Banks from an expense in col- 
lecting their own checks. To forbid remit- 
tance charges against Reserve Banks means 
no more than that remittances to them shall 
not be diminished by such charges, without 
any inquiry, if that would be practicable, 
into the real ownership of the items remitted 
for. The Reserve Banks cannot recognize 
as proper such charges made against them, 
and in this sense are forbidden to pay them. 


Checks from Outside District 


RESERVE bank is not restricted to re- 

ceive on deposit or for collection only 
such checks on its members as come from within 
its own district. 


“3. The contention that the Reserve Bank 
of Atlanta cannot handle for collection or de- 
posit checks on complainant coming to it from 
sources outside the Sixth Reserve District 
is erroneous. The evidence is that the Re- 
serve Bank handles no such checks on its 
members except those sent it by another 
Reserve Bank or by the members of an- 
other Reserve Bank by the latter’s authority 
and for its account. Section 13 declares 
that any Federal Reserve Bank may ‘solely 
for purposes of exchange or collection re- 
ceive from other Reserve Banks . . . checks 
and drafts payable upon presentation with- 
in its district.’ These other Reserve Banks 
may receive from their members and non- 
members maintaining clearing balances 
‘checks and drafts payable upon presentation’ 
at any place. So checks drawn upon com- 
plainant coming to member banks or non- 
member clearing banks in another reserve 
district may be sent by them to the Reserve 
Bank of their district, and by it sent for 
collection or exchange to the Reserve Bank 
of complainant’s district without going be- 
yond the permissions of Section 13. A check 
sent by a member bank by the authority 
and for the account of its Reserve Bank is 
in effect received from the latter.” 


Par Remittance Constitutional 


NATIONAL bank can refuse to pay a 

check otherwise than in cash over its own 
counter, but if it chooses to pay by remittance 
draft, the requirement that it must pay without 
deduction deprives it of no constitutional right. 


“4. The result of these provisions of the 
Reserve Act so construed is to require a 
member bank to pay without deduction 
checks drawn on it when presented by its 
Reserve Bank, whether paid over its coun- 
ter or by the more convenient means of a 
check on its own deposits elsewhere. This 
takes none of the property or property 
rights of complainant without due process of 
law. Complainant may refuse to pay other- 
wise than in cash over its counter, accord- 
ing to the common law, as, on the other hand, 
the Reserve Bank may insist on that sort 
of payment. What is lost is the right to 
agree on a compensation for a more conven- 
ient payment by draft on more accessible 
reserves when both parties are willing so 
to agree. That the state, having power over 
the state banker and his business, may regu- 
late his method of receiving and paying out 
his deposits, was ruled in Farmers & Mer- 
chants Bank of Monroe v. Reserve Bank of 
Richmond, 262 U. S. 649. A similar power 
must be recognized in the United States 
to regulate the banking in the Federal Re- 
serve System. Complainant being a national 
bank, chartered to do its business under the 
Federal laws, cannot complain that those 
laws are not, or do not remain, such as it 
would prefer. It is not compelled to do 
anything without compensation. It is sim- 
ply told that if it does the thing in question, 
it must be done without compensation. Noble 
State Bank v. Haskell, 219 U. S. 575. 

“The evidence offered by the defendants 
as to the actual conduct of their business 
is pertinent and admissible. The remain- 
der, relating mainly to matters either irrele- 
vant or to be judicially known, is excluded. 

“Nothing unlawful appearing in any of 
the acts of the defendants complained of, a 
decree may be taken dismissing the bill.” 
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The experience of The Old National Bank 
is typical of the thousands of banks using 
Burroughs Transit Machines. Regarding 
their present system, which has been in 
operation for more than five years, Presi- 
dent W. D. Vincent writes: 


“In our transit department are three Bur- 
roughs Numerical Transit Machines and one 
Burroughs Moon-Hopkins Transit Machine. 
Our Clerical help was reduced at least 50 


MACHINES 


ave 50% for the 
Old National 


Bank of 
Spokane 


per cent when we changed to these machines. 
This equipment has enabled us to handle a 
maximum day of 11,000 items.” 


Small banks, too, prefer this Burroughs 
Transit Machine because it can be adapted 
to many other kinds of work. Equipped 
with two sets of adding dials, it saves extra 
runs in the teller’s cage, the mailing, proof, 
and collection departments, or on any work 
that requires accumulative totals. 


BURROUGHS ADDING MACHINE COMPANY 
DETROIT, MICHIGAN 


ADDING 


BOOKKEEPING - CALCULATING 


ANC 


BILLING 


Ask your Burroughs 
representative to 
demonstrate the 
speed, economy and 
flexibility of this 
remarkable ma- 
chine. Or, if you pre- 
fer, mail the coupon. 


Burroughs Adding 

Machine Company 

6441 Second Blvd., 
Detroit, Michigan 

Please send me further 

information about the 

Burroughs Transit Machine. 


(6441) 
MACHINES 


When writing to advertisers please mention the American Bankers Association Journal 
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Loans and Discounts . 


Banking House . .. . 


Interest earned 


Other Assets . 


Capital Stock . 
Surplus . 
Undivided Profits 


SEEKING NEW BUSINESS 
ON OUR RECORD 


STATEMENT OF CONDITION 


At the close of business, December 31, 1924 


ASSETS 


U.S. Bonds and Certificates 
Other Bonds and Investments . 


Customers’ Liability account of Acceptances 


Cash due from Banks and U.S. Treasurer . 


LIABILITIES 


1,524,108.49  21,524,108.49 
Reserved: Taxes, Interest, etc. . 522,935.73 
Circulation 349,997.50 
Acceptances . . 9,874,135.27 
Bankers’ Acceptances and Foreign Bills 4,165,986.69 
U. S. Securities’ Sold under Repurchase 
Other Liabilities . 98,766.25 
Deposits, viz.: 
Individuals . - $111,296,068.84 
Banks . 40,005,024.78 
United States ‘ 398,300.00 151,699,393.62 
$192,138,823.55 


GHEMICAL 


NATIONAL 


BANK 


OF NEW YORK 


BROADWAY AT CHAMBERS, FACING CITY HALL 
FIFTH AVENUE OFFICE AT 29TH STREET 
MADISON AVENUE OFFICE 
AT 46TH STREET 


$112,534,538.05 
6,552,200.00 
11,682,602.54 
1,500,000.00 
9,547,719.02 
49,653,020.90 
333,468.04 
335,275.00 


$192,138,823.55 


$ 4,500,000.00 
15,500,000.00 


Dollar Bills In Demand 


There has been a great increase in the 
demand for one dollar bills, the Treasury 
reports. In 1922 the Federal Reserve Banks 
paid out $628,786,000 in dollar bills, $759,- 
924,000 in 1913 and $897,784,000 last year. 
The demand continues to grow and the 
Treasury recently told a Congressional com- 
mittee that it had no reserve stock to meet 
the situation. 

The average person is carrying more 
money in his pockets now than in previous 
The automobile has created a de- 


years. 


mand for more bills of small denominations 
because the owners have to have small bills 
to pay for fuel to run their cars. Then, too, 
there is less silver in circulation. 


Sound Bonds 


(Continued from page 489) 


gaining ground to make public utility bonds 
legal for investment in different states, and 
when the plan is carried through, as it seems 
almost certain to be in time, our best-grade 
public utility bonds will probably sell more 
nearly on a level with the railroad bonds. 
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Fear Future 
(Continued from page 505) 


debates in the Constitutional conventions of 
Pennsylvania, Massachusetts and Virginia. 
In those three great conventions you will get 
an answer to almost every argument that 
arises in the United States today from the 
liberty of the press to the length of the 
hair on the men and women in the country. 

Mason, who had one of the brightest 
minds in that convention, said, “We are in 
no danger from our default.” Mind you, 
one of the arguments raised against the 
Constitution and most earnestly urged was 
that it would enable the central government 
to collect the taxes to pay the debts of the 
country and force the citizens to discharge 
their obligations one to the other ! 

“We are in no danger, for most European 
nations are friendly,” he said. “Loans from 
nations are not like loans from private men. 
Nations lend money to one another from 
views of national interest.” And he went 
on to say, “France was willing to pluck the 
fairest feather out of the British crown. 
This was her hope in aiding us. So why the 
devil pay her?” A truth evident, of course, 
to every man in the convention. 

We got terribly excited last fall when 
some fellow attacked the Federal court, 
wanted to abolish the power of that institu- 
tion to protect our liberties as guaranteed 
under the constitution, but Washington, 
brave and wise as he was, was ready to 
despair one hundred and fifty years ago. 

Should we get excited now because we 
have only 10 per cent of the population en- 
titled to vote exercising that privilege, or 
have someone who wants to tear down the 
foundations of the government? There is 
no need to be disturbed. They have been 
doing that right along and they are going to 
keep it up. History may not repeat itself, 
but human nature will. 

Patrick Henry’s greatest oration in the 
Virginia Assembly was made in opposition to 
the Federal court. John Marshall answered 
him with the greatest oration probably of 
the convention, setting forth the theory he 
wrote into his decision fifteen or twenty 
years later. The attack was practically the 
same attack Mr. LaFollette made. Some of 
the speeches made by Mr. LaFollette 
sounded almost as though he copied them 
from the constitutional convention debates. 

The duty and responsibility of the Ameri- 
can citizen today is to keep his feet square- 
ly on the ground, keep his heart warm, his 
head cool, his thinking machinery sane, look 
straight to the front, keep his eyes on the 
destiny and welfare of America, refusing to 
be stampeded by isms of whatever kind or 
character, keeping always in mind the time 
when they have been done exactly the same 
way before and believing, as we must be- 
lieve, in the destiny of the commonwealth 
and in the certainty that if we play our part 
as men, not hysterically, but sanely, there 
will be no danger of this country running 
amuck in its morals or religion, back-sliding 
in its politics, becoming any worse than it 
has always been in its public press, or any 
less derelict in its political duties than it has 
been since it was founded, and that the 

march of the country for the future can be 
and will be just as certainly forward as it 
has been in the past. 
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Condition of Business 
(Continued from page 514) 
ceeds of the German $110,000,000 loan, $43,- 
(00,000 to British India, $19,000,000 to Eng- 
land, and $5,000,000 to Holland. The heavy 


exports of gold from this country to India, 
together with large shipments from South 


Africa, follow a rise in India’s merchandise | 
export balance in the first eleven months of | 


1924 to the highest level since 1920. Be- 
cause of the practice of hoarding the metal 
or using it for ornament, gold entering India 


is very likely to be permanently lost for 


monetary purposes. 


As to whether the export movement will | 
be measured in the long run, like that of | 
1919, by the hundreds of million dollars, | 


most bankers are inclined to be skeptical. 


The National City Bank of New York notes | 
that “outside of special financial transactions, | 


such as have been mainly responsible for re- 
cent exports, there does not seem to be much 
probability of net losses of gold in the near 
future. It is doubtful whether any of the 
recent exports, excepting those destined for 
India, have been made on the basis of cur- 
rent exchange rates. The large foreign loans 
placed here lately have put it in the power 
of certain countries to buy gold here, in the 
case of the German government that being 
the purpose in view.” 

At any rate, fears of commodity price in- 
flation have for the time being been allayed. 
Exports have come out of the holdings of 
the reserve banks and this has contributed 
to the somewhat firmer money conditions and 
a growth in the demand for reserve bank 
credit. 

The offering of new forefgn issues in this 
market continued heavy in January and in- 
cluded an increasing proportion of private 
corporation issues as distinguished from 
government securities. Prominent among 
the industrial offerings were substantial is- 
sues for German and Hungarian steel works 
and German electrical companies. 

The extraordinary increase in foreign 
borrowing in this market following the 
adoption of the Dawes plan carried the total 
of such offerings for the last six months of 
1924 to approximately $880,000,000, the larg- 
est for any six months’ period in recent 
years. Foreign borrowing in London, on the 
other hand, showed comparatively little in- 
crease during this period, despite the float- 
ing of its share of the German loan and 
other reconstruction loans. 


Price Adjustments 


HE re-establishment of a better relation- 

ship between agricultural and non-agri- 
cultural prices, suggested by the weekly price 
indexes in December, is more clearly re- 
vealed by the monthly index of the Bureau 
of Labor Statistics. In December, for the 
first time since 1920, the farm products and 
food groups of this index stood at a level 
equal in relation to 1913 prices with that of 
all commodities of the index. Equalization 
has come about through the advance in farm 
products and a decline in non-agricultural 
prices during the greater part of the past 
two years. Recently, however, there has 
been a slightly upward tendency in prices of 
non-agricultural products as well. The table 
below gives the December index numbers 
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Facts cant hide in the 


L.B.Speedac 


The perfect visibility of each card means 
speed, accuracy and economy 


card record lies in its abilityto hold 

each and every cardin a true and 
visible position. For upon visibility de- 
pend the speed and usefulness of the 
file—its facility for “spot lighting” in- 
stantly vital and timely facts for busi- 
ness executives. 


[cae basic efficiency of any visible 


Upon this point the superiority of 
the L. B. Speedac is most 
marked. Its rigid card- 
carrier bar prevents the 
slightest variation in the 
visible portion of each 
card. This insures greater 
speed in finding desired 
information, for there is 


never a hidden card in the 
L.B. Speedac. 


Especially in records 
which are referred to con- 


Six Big Divisions of 
L.B. Service to Banks 
1. Bank card record systems 
2. Bank filing systems 
3. Equipment, wood and 

steel 
4. Cards and filing supplies 
5. Specially- trained bank 
salesmen 


6. Special bank services 


Analysis, Indexing, Statisti- 
cal, Calculating 


stantly—such as signature cards, loan 
records, safe deposit cards, and card 
ledgers—this perfect visibility is an im- 
portant factor in promoting economy. 

The L.B. Speedac has 8 major supe- 
riorities—8 convincing reasons why it 
will produce new standards of speed 
and accuracy on your visible records. 

In our little 8-page booklet, “New 
eyes for business,” you can 
grasp quickly the funda- 
mentals of the L.B. 
Speedac and its tonic ef- 
fect on your card records. 
Write for your free copy. 


Better still, see ouractual 
demonstration of the L.B. 
Speedac at the nearest of 
our 52 salesrooms. Con- 
sult your phone book. 


Home Office: 230 Albany St., Cambridge, Mass. Salesrooms: 52 principal cities of United States, France 
and England. Factories: Cambridge, New York, Chicago, Ilion, N. Y., New Orleans and London, England 


Library Bureau 


Founded 1876 


Speedac visible file for every bank 


| 
| 
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of the widening field 
for Travelers Cheques 


Careful analysis of the sale of all travelers cheques for 1924 plainly indi- 
cates a marked widening of their protective and helpful service. 


The estimated total sales in the United States of all travelers cheques 
during 1924 was $300,000,000. Forty per cent of this amount, or $120,- 
000,000, were carried abroad for use in foreign travel. Fifty per cent, or 
$150,000,000, were used by tourists, motorists and business men traveling 
in this country. Ten per cent, or $30,000,000, were sold to non-travelers in 
the United States. 


There are excellent reasons: why 60% of all travelers cheques sold last year were used 
in the United States. Lawlessness is not decreasing. Petty pilfering and banditry 
are exacting their appalling toll from those who carry “easy money’”—traveler or non- 
traveler. The general public is growing more careful. People are playing safe. In- 
sured money in the pocket is quite as necessary, on the streets of our cities, as it is in 
traveling or for use abroad. Thus, people are insuring the contents of their wallets, 
wherever they are, through the use of travelers cheques. 


AMERICAN EXPRESS TRAVELERS CHEQUES have a double insurance value. 
They not only insure the actual funds wherever used but they insure the traveler 
against the many worries, uncertainties and misgivings that all people encounter 
when away from home. 


At nearly 30,000 points in the United States are friendly offices manned by men 
trained to help those who carry American Express Travelers Cheques. No traveler 
need have any uncertainties in an express office, whether in Europe, South America, 
the Far East, or in the United States. “American Express,” to its travelers cheque 
holders, is a byword of personal service. 


Of this service a writer in the November issue of NATIONS BUSINESS says :— 


“I do not know who the owners of the American Express Company 
are, or who operates it, but I am safe in saying that they do a great 
deal of work for nothing for people who may never spend a cent with 
them. I hope the company is prospering, for with its offices in almost 
every important city, it is undeniably of credit to American business 
methods—I know this is free advertising, but it is also good service 
to the reader.” 


This is the service a bank offers its patrons when it starts them on their journeys 
equipped with American Express Travelers Cheques. 


American Express Co. 
65 Broadway, New York 


OFFICES IN ALL THE PRINCIPAL CITIES 


When writing to advertisers please mention the American Bankers Association Journal 
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of the Bureau, by groups of commodities, 
and shows changes since June, when the 
total of all groups of commodities began to 
advance. Average prices in 1913 are taken 
by the Bureau as 100 per cent: 


Per Cent 

Dec. Change from 

1924 June, 1924 
Farm products ........... 157 +17 
Miscellaneous 129 +16 
Chemicals and drugs....... 135 + 6 
loths and clothing ....... 191 + 2 
Metals and products...... 133 +1 
Building materials ........ 175 +1 
House furnishings ........ 172 0 
Fuel and lighting......... 165 — 6 
Total, all groups........ 157 + 8 


Domestic Trade Normal 


HILE developments in international 

finance and trade have dominated busi- 
ness discussion recently, domestic affairs 
have not lacked points of interest. The ex- 
pansion in industrial output in December is 
shown by complete figures for the month to 
have been even larger than suggested by the 
preliminary weekly reports. The Federal 
Reserve Board’s index of production in basic 
industries, in which allowance is made for 
usual seasonal variations, advanced 10 per 
cent in December to a point 25 per cent 
higher than in midsummer, though still be- 
low the level of the opening months of 1924. 
Practically all of the 22 industries included 
in the index shared in the advance. The in- 
creases were particularly large in iron and 
steel, cotton manufacturing, coal mining, and 
meat packing, and in many lines of industry 
and general trade, activity was close to or 
above normal, as measured by the trend of 
past years. 

The total of bank debits in 140 cities out- 
side New York in December was the larg- 
est on record, exceeding by more than 3 per 
cent the total for January, 1920, and the 
weekly figures through most of January 
continued very large. Inasmuch as prices 
are much lower now, the increase over 1920 
in actual physical volume of trade is con- 
siderably more than indicated by the dollar 
figures alone. Further evidence of a large 
volume of general trade now in progress is 
furnished by the figures of railway carload- 
ings, which both in December and the first 
three weeks of January continued to be 
larger than a year ago. 


Iron and Steel 


7 the steel industry, 23 additional iron 
furnaces were put in blast in December, 
which raised the proportion of active fur- 
naces to 56 per cent of the total number in 
the country, compared with a computed nor- 
mal of 60 per cent over good years and bad 
years. Although daily rates of iron and 
steel output increased substantially, new 
business was in sufficient volume to add 
785,000 tons to the unfilled order book of 
the United States Steel Corporation during 
the month. Buying in January was reported 
less active, but calls for delivery against or- 
ders previously placed raised steel mill op- 
erations to between 85 and 90 per cent of 
capacity, and additional iron furnaces were 
blown in. 

The basic character of the steel industry 
is shown by an analysis recently made by the 
Iron Trade Review of the distribution of 
finished steel by consuming industries. Rail- 


An Uninterrupted 
Dividend Record 


DOLLARS PER SHARE 


NET EARNINGS PER SHARE OF A.T. & T. 
STOCK AVAILABLE FOR DIVIDENDS 


OR the past 42 years, the A.T. 

T. Company and its prede- 
cessors have paid not less than $7.50 
a share per year, which each year 
has been earned with a margin of 
safety. 


A substantial surplus has thus been 
accumulated and kept in the busi- 
ness, increasing the equity of the 
individual stockholder while in- 
creasing the usefulness of the en- 
tire Bell System. 


This financial record not only re- 
flects the stability of the Company 
but accounts for the remarkable 
steadiness of the stock’s market 
price. It also accounts for the fact 
that today there are more than 
343,000 stockholders. 

A.T. & T. Stock pays 9% dividends. 

It can be bought in the open market 


to yield about 7%. Write for pamphlet, 
‘*Some Financial Facts.” 


SECURITIES CO. he 


D.F. Houston, President 
195 Broadway NEW YORK 
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Guaranty Trust Company 
of New York 


NEW YORK LONDON PARIS 
LIVERPOOL HAVRE 


BRUSSELS 
ANTWERP 


Condensed Statement, December 31, 1924 


RESOURCES 


Cash on Hand, in Federal Reserve Bank 
and Due from Banks and Bankers 

U. S. Government Bonds and Certificates 

Public Securities 

Other Securities 

Loans and Bills Purchased 

Real Estate Bonds and Mortgages 

Items in Transit with Foreign Branches 

Credits Granted on Acceptances 

Real Estate 

Accrued Interest and Accounts Receivable 


$194,648,819.37 
56,808,529.69 
21,788,242.92 
33,562,625.38 
390,453,243.37 
1,772,500.00 
814,772.59 
37,856,498.72 
8,088,446.04 
7,437,603.02 


$753,231,281.10 


LIABILITIES 


$25,000,000.00 
15,000,000.00 
4,366,386.15 


Surplus Fund 
Undivided Profits 


$44,366,386.15 


Accrued Interest, Reserve for Taxes, etc. .......... 4,793,563.91 


Acceptances 37,856,498.72 
Outstanding Dividend Checks 676,047.00 


Outstanding Treasurer’s Checks 44,113,394.59 
Deposits 621,425,390.73 


$753,231,281.10 


119 Nassau Street 


NOTICE TO BANK EMPLOYEES 


How would you like to increase your income 
from $1,000 to $3,000 a year during your spare 
time? Write me today for information and 
full particulars. (No stock proposition.) 


JAMES R. GOODING 


Room 901 NEW YORK CITY 


roads were the heaviest consumers of steel 
in 1924, taking about 27% per cent of the 
finished product. Structural steel ranked 
second with about 18 per cent and the auto- 
mobile industry third with about 11 per cent. 
These three industries together took less 
than 60 per cent of the total, however, the 
rest going into a variety of uses, including 
pipe line and tank construction, metal con- 
tainers, agricultural equipment, machinery 
and hand tools, and export. 


Automobiles 


HE automobile industry enters 1925 in 

a much sounder position than for some 
time. A year ago production was being 
speeded up in order to insure prompt deliv- 
eries in the spring season. Sales did not 
measure up to expectations, however, and 
during the succeeding months dealers strug- 
gled with the problem of surplus stocks of 
cars. As a result of this experience, many 
manufacturers have adopted the policy of 
basing production schedules more closely on 
sales results rather than to try to force cars 
on the market through arbitrary quotas. Re- 
flecting this change in policy, the Chicago 
Reserve Bank reports that in its district deal- 
ers’ stocks of cars are nearly 40 per cent 
smaller than a year ago. 

In addition to closer adjustment of pro- 
duction to dealers requirements, a movement 
has been under way to reduce losses on used 
cars through establishing standard allow- 
ances, and to standardize terms of time pay- 
ment on cars. Recognizing the danger to 
the industry of loose credit terms, a majority 
of the automobile finance companies have 
agreed that on new passenger cars, at least 
one-third of the purchase price must be 
paid in cash and the balance in not to ex- 
ceed 12 monthly installments, while on used 
cars the initial payment is set at 40 per 
cent. 


Building Active 


UILDING activity throughout the coun- 
try has continued at a high level in re- 
cent months. With the single exception of 
June, every month in 1924 showed an in- 
crease over the corresponding month of 
1923 in the value of building contracts 
awarded in 27 states, and for the entire year 
1924 the increase amounted to 11 per cent. 
During the first half of 1924, the increase 
in activity was mainly in residential con- 
struction in the New York district, but in 
recent months the increases in contracts 
have been chiefly in the southeastern, central 
western, and middle Atlantic districts. In 
the south, permits applied for, which pre- 
cede the letting of contracts, have also in- 
creased largely, but for the country at large 
the total of permits has recently been some- 
what smaller than a year ago. 


Standard Size Checks 


The Department of Commerce, in its cam- 
paign to eliminate waste by simplification 
and standardization, is seeking to encourage 
the use of standard bank check sizes. The 
American Bankers Association in 1921 
adopted three sizes to cover as many classes 
of checks. While the banks generally have 
adopted these sizes, many business houses 
insist upon different sized checks. 
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Ways to Advertise 
(Continued from page 496) 


vertising of the trust department, whether 
by printed word or in consultation, three 
ideas have been stressed: First, the will is 
to be drawn by the individual’s attorney. 
This idea is repeated frequently. The slight 
expense incurred the customer by this atti- 
tude seldom prevents the nomination of the 
bank as executor in the wills of those in- 
dividuals having desirable estates, and has 
proved beneficial from the standpoint of co- 
operation upon the part of attorneys. Sec- 
ondly, the economy of naming a corporate 
executor is emphasized. It was found that 
a feeling existed that corporate administra- 
tion was expensive to the estate. This atti- 
tude has been eliminated by the reiteration of 
the idea of economical management and ad- 
ministration when the bank is executor. 
Thirdly, the fact that the trust department 
is under the direct supervision of a trust 
committee has been emphasized. The real- 
ization that the estate would have the benefit 
of experienced business men has been of 
great value. In a word the aim has been to 
show the prospect the need of a corporate 
executor and to inspire confidence that the 
First National Bank was the executor that 
should be named. 


Banking Activities 
(Continued from page 513) 


MPHASIZING the growing activities of 
national banks in the trust field, the 
National Bank Division held a conference 
at Chicago on Jan. 20-21. After an open- 
ing address by Lucius Teter, President of 
the Trust Company Division of the Ameri- 
can Bankers Association, N. H. Dosker, 
vice-president of the National Bank of Ken- 
tucky of Louisville, discussed how national 
banks were engaging in trust work. John 
Allen, trust officer of the Citizens National 
Bank of Decatur, Ill, presented a paper 
on the operation of trust departments in 
small communities, while F. A. Schack, trust 
officer of the First National Bank of Fort 
Wayne, Ind., discussed the troublesome fea- 
tures of the Federal gifts tax. Hugh E. 
Wilson, trust officer of the Central National 
Bank of Peoria, IIl., treated the relations 
of a bank with its clients in trust operations. 
The general principles of trust account- 
ing were laid before the conference by M. 
E. Reeve of the Union National Bank of 
Philadelphia, while Harold B. Allen of 
the First National Bank of Kalamazoo dis- 
cussed the question of proper publicity 
methods. How a bank should invest the 
funds growing out of trusts was presented 
by A. H. Bodholt, vice-president of the Cen- 
tral Trust Company of Chicago. A. C. 
Livington, vice-president of the National 
Newark and Essex Banking Company, pre- 
sented the question of wills, while George 
Waverly Briggs, vice-president of the City 
National Bank of Dallas, set out how trust 
departments might serve as financial sec- 
retaries. Thomas C. Hennings, vice-presi- 
dent of the Mercantile Trust Company of 
St. Louis, treated the subject of insurance 
trusts. 
Some of the papers presented at the con- 
ference appear elsewhere in this issue. 
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National Bank of Commerce 
in New York 


Established 1839 


STATEMENT OF CONDITION, DECEMBER 31, 1924 


RESOURCES 


Loans and Discounts.$294,336,522.96 

Overdrafts, secured 
and unsecured 

United States Securi- 
ties 

Other Bonds and Se- 
curities 

Stock of Federal Re- 
serve Bank........ 

Banking House...... 

Cash in Vault and due 
from Federal Re- 
serve Bank 

Due from Banks and 
Bankers 

Exchanges for Clear- 
ing House......... 

Checks and _ other 
Cash Items........ 

Interest Accrued..... 

Customers’ Liability 
under Acceptances. 


3,794.99 
86,087,539.79 
8,512,384.16 


1,500,000.00 
4,000,000.00 


59,846,082.45 
9,555,462.68 
153,387,077.56 


4,091,129.32 
1,679,319.94 


35,906,636.69 
$658,905,950.54 


CHAIRMAN OF THE BOARD 
JAMES S. ALEXANDER 


LIABILITIES 
$25,000,000.00 
25,000,000 00 
Undivided Profits..... 14,760,960.26 
Dividend payable 
January 2, 1925....  —_1,000,000.00 
Dividends unpaid.... 12,290.50 
Deposits 934,448,734.33 
Bills Payable with 


Federal Reserve 
13,000,000.00 


Reserved for Inter- 
est, Taxes and 


other Purposes.... 3,205,639.18 


Unearned Discount. . 899,442.26 


Acceptances executed 
for Customers..... 


36,560,380.21 


Acceptances sold with 


our Endorsement.. 5,018,503.80 


$658,905 ,950.54 


PRESIDENT 
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At the banquet the conferees heard Mel- 
vin A. Traylor, Vice-President of the 
American Bankers Association, predict that 
the trust departments were destined to rise 
above any heights ever attained by the com- 
mercial departments of banks, as trust work 
was merely beginning in its development. 
Two problems are to be met, he stated— 
political demagoguery and the competition 
of insurance companies. Edgar L. Mattson, 
President of the National Bank Division, 
presided as toastmaster. 


International Chamber of 
Commerce 


Bene third general meeting of the Inter- 
national Chamber of Commerce will be 
held in Brussels June 21, 1925. Those work- 
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HARRY B. THAYER 


STEVENSON E. WARD 
THOMAS WILLIAMS 


ing upon the agenda for the conference 
hope to make it a very constructive, as well 
as an interesting, meeting. It is expected 
that many of the difficult European prob- 
lems, which are still to be solved, will be 
discussed and that the opinions of experts 
from many countries will be brought to 
bear upon them. By reason of its member- 
ship in the International Chamber, the 
American Bankers Association is able to 
take a real part in the deliberations, par- 
ticularly through the Commerce and Marine 
Commission. 

It is extremely desirable that the Ex- 
cutive Manager of the American Bankers 
Association be able to register the names of 
American bankers who expect to attend and 
all such members are requested to send in 
their names as promptly as possible to him. 


Had 


The Desire to Make a Profit 


By A. H. BODHOLDT 


Vice-President, Central Trust Company, Chicago, III. 


HE minute you step from ordinary 
| investments, such as you might make 
for your own account, to those in- 
vestments which are made for  some- 
one else, and which thus become trust or 
fiduciary investments, a quite natural change 
takes place. Such change is caused by the 
increased degree of care, diligence and judg- 
ment which must be exercised when in- 
vesting funds or caring for the securities of 
another. This change is a perfectly natural 
one. 

The desire to make a profit is laudable, but 
sometimes dangerous. It is particularly dan- 
gerous when applied to trust investments, be- 
cause profit and loss are boon companions. 
When we strive most for a profit and solely 
for a profit, that is the time we are most 
apt to encounter the twin brother, loss. In- 
vestments should as much as possible be 
made in stable securities, which naturally 
fluctuate slightly but which have good se- 
curity behind them, and which, insofar as 
an ordinarily prudent man can foresee, will 
be paid at maturity. The trustee, on the 
other hand, must guard against being so 
cautious that he produces little or no income 
from the corpus of the trust. He must be 
diligent in his investments, so that they will 
produce an adequate return. <A_ diligent 
trustee, of course, will diversify his invest- 
ments so that if anything should happen to 
a particular class, all his other classes of 
investments will not suffer. This, of course, 
is a further reason for analyzing and check- 
ing from time to time the securities and 


HE McFadden bill modernizing the Na- 

tional bank act advanced beyond the half- 
way mark in January, when it passed the 
House of Representatives by a substantial 
majority, but there is an element of doubt 
as to whether it will get through the legis- 
lative jam in the Senate before the pres- 
ent session ends on March 4. The measure, 
as it was adopted by the lower house, car- 
ried the Hull amendments, which will tend 
to stop state-wide branch banking where 
it is now, prevent its further headway in 
the Federal Reserve System and confine city 
branch banking by banks in the System to 
National and state banks in those few states 
which now permit it. 

In the Senate, the McFadden bill has been 
the subject of brief hearings. Senator Glass 
of Virginia expressed the fear that Section 
5200, which fixes the limits on loans that 
a national bank may make to one person, as 
reconstructed might materially enlarge the 
scope of paper eligible for rediscount by 
the Federal Reserve Board. A great deal of 
opposition developed also to the provisions 
of Section 9 of the McFadden bill, which 
deal with the conditions under which state 
banks, members or prospective members of 
the Federal Reserve System may operate 
branch banks and hold membership. While 
the bill is still subject to change, early in 


the fundamental conditions surrounding such 
securities. 

As banks have gradually superseded the 
individual in fiduciary trusts, so there has 
been more and more systematized study of 
this method of analysis of securities for 
not only review purposes, but for invest- 
ment purposes. This subject has become 
a most important one to banks acting in a 
fiduciary capacity, and it involves so many 
phases that special departments have been 
created where the volume of business has 
justified it, for the sole purpose of analysis 
of the securities and the conditions perti- 
nent to such securities. 

The trustee must guard against another 
thing, and that is the matter of making a 
profit for himself out of his trust, and that 
is especially true where he is given discre- 
tionary powers of investment. This is a 
well settled rule, repeatedly announced by 
the courts. As a matter of fact, the mak- 
ing of a personal profit to the trustee was 
so strict in the early days that he was not 
even allowed compensation for his services, 
and even now it is well to include in trust 
agreements an express provision permitting 
the trustee to receive reasonable compensa- 
tion out of the trust estate. 

This rule arises primarily from the duty 
of the trustee to protect the interest of the 
trust and to prevent any conflict between 
personal interest and a duty as trustee. A 
faithful and conscientious discharge of the 
duties of a trustee precludes selfish inter- 
est. But this cannot be obviated when the 


Status of the McFadden Bill 


February, the Senate committee had voted 
to strike out Section 9 entirely. 

The fate of the section, carrying the re- 
constructed Section 5200, was in doubt at 
that time. It was revised in the bill with 
the view to clearing up all uncertainty as 
to what a bank might be permitted to do, 
but there appeared to be differences of opin- 
ion among persons expert in banking tech- 
nique and nomenclature as to just what 
classes of paper would be eligible for re- 
discount with the reserve banks. 

Senator Pepper of Pennsylvania, endeav- 
oring to have the Senate act favorably upon 
the measure before adjournment, stated that 
the section might well be eliminated because 
it is not necessary to the integrity of the 
bill, having been proposed by the Comp- 
troller of Currency’s office to clarify me- 
chanical operations in dealing with the banks 
subject to its jurisdictions. However, it was 
considered likely that the section would be 
revised in such a way as to make its pro- 
visions unmistakably clear and be retained 
in the bill. 

If these or other changes are made, the 
bill, providing it passes the Senate, will have 
to be sent to conference, where the repre- 
sentatives of the two chambers will recon- 
cile the differences. If both houses concur 
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trustee acts as both seller and buyer. The 
very fact that the trustee acts as both seller 
and buyer, no matter how fair the trans 
action, a court may presume that the trustee 
could not under such circumstances exercise 
an unbiased judgment, and the burden of 
proof would then be upon the trustee to 
establish that under all the circumstances 
the trustee had acted prudently. 

The provisions of a trust agreement may 
provide for the classes of securities to be 
purchased, and may even direct the purchase 
of specified securities. In such cases the 
courts will be very strict in holding the 
trustee to the terms of such transactions. 
For instance, in the case in re Londons Es- 
tate, 171 N. Y. S., 981, the court held that 
where a testator directed investment in the 
bonds of railroad corporations, an investment 
in the bonds of the City of New York was 
unauthorized, and the trustee was held lia- 
ble for the loss of principal occasioned by 
the shrinkage in the market value of the 
bonds of the City of New York. 

So the trustee must not only consider the 
investment, his own interests, the continued 
care of the investment, but he must also 
consider very carefully the terms of the 
trust instrument as it relates to such in- 
vestments. A trustee, however, who is dili- 
gent, careful and faithful to his trust, and 
exercises that care which a reasonably pru- 
dent man would exercise under similar cir- 
cumstances, need never have any fear. He, 
nevertheless, should be careful that he is not 
led astray from the fundamental principles. 


in the conference report, the bill becomes 
law. 

As little time remains before March 4. 
the chances of the McFadden-Pepper bill 
becoming a law are considered just about 
even. Should strong opposition on the part 
of even a few Senators develop, requiring 
extended debate, the administration leaders 
in the upper house of Congress probably 
would be forced to withdraw the banking 
measure and turn to other bills showing 
promise of ultimate enactment. At this 
writing, a definite date for the considera- 
tion of the McFadden-Pepper bill had not 
been fixed by the Senate steering committee, 
but it had been placed on the list of bills 
to be brought before the Senate before ad- 
journment, and the outlook was hopeful. 


Cooper Re-appointed 


OBERT A. COOPER will serve an- 
other term as commissioner of the Fed- 
eral Farm Loan Board. Mr. Cooper, who 
was formerly Governor of South Carolina. 
was nominated by President Coolidge for 
another term and was promptly confirmed 
by the Senate. He is serving as the head 
of the Federal Board. 
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In the First National Bank at Ft. Collins, Colorado, Armstrong’s Cork 
Tile is serving in the old banking room and also in the newer addition. 


Dignified, Durable Floors for the Bank 


A RMSTRONG'S Cork Tile Floors have 
character, very distinctive character. 
The soft brown shades, the varied designs 
and the peculiar mottled surface produce 
an effect quite different from that obtainable 


with any other material. Yet they are 
never conspicuous, never out of harmony. 
Dignified in appearance, resilient under- 
foot, and silent to the tread, they are quite 
in keeping with the traditional atmosphere 
of the banking room. 


Made of clean cork curlings—not gran- 
ulated cork—Armstrong’s Cork Tile has a 


smooth, even surface that does not pit, 
crack or crumble, and is surprisingly re- 
sistant to abrasion. The floor is so durable 
that it will last for years even where the 
wear comes hardest and is most incessant, 
as at the windows and in cages and door- 
ways. 

Armstrong’s Cork Tile might have been 
designed especially for banks, so completely 
does it meet their requirements. 


Have you had the new book, “Armstrong’s 
Cork Tile Floors”? A copy with a sample 
tile will be sent on request. 


ARMSTRONG CorK & INSULATION COMPANY 


176 Twenty-FourtH STREET, 


PitrsBuRGH, Pa. 


Also Manufacturers of Linotile Floors 


Armstrong's Cork Tile 


When writing to advertisers please mention the American Bankers Association Journal 
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Corporate Building Bonds 


why they are one of the safest of investments 


Income producing real estate has 
long been recognized as the most 
stable kind of security. Of all real 
estate, property located in the princi- 
pal business districts of our great 
cities is the most valuable and the 
most likely to increase in value as 
the population further increases. 


Space in the business districts is 
limited, and the income from such 
property is large, because it is neces- 
sary for many firms to have advan- 
tageous locations in these favored 
sections. 


Corporate Building Bonds are secured 
by first mortgages on great buildings 
in the business districts of our largest 
cities. 

Large sums are involved in these is- 


sues and every precaution is taken 


when making the loans, such as con- 
servative appraisals, investigation of titles, 
calculating income, etc. An impartial trust 
company is required to act as trustee of the 
mortgage to safeguard the interests of all 
concerned. 


The bonds enjoy a market because of their 
security and wide distribution through 
Banks and Investment Houses throughout 
the United States. 


Conservatively issued Corporate Building 
Bonds are as safe as the future of our great 
cities. 


P.W. CHAPMAN & C0, INC. 


6 S. La Salle St. 
CHICAGO 


42 Cedar Street 
NEW YORK 


Bankers’ Shares 
(Continued from page 492) 


investment in chain stores, in electric com- 
panies, in American railways and in other 
groups of enterprises. In none of these 
ventures, however, was a total of more than 
17 different stocks acquired to furnish the 
basis of the distributed risk. In Boston a 
Massachusetts trust offered shares in the 
bonds of various public utility companies. 

In other parts of the country varying 
propositions have been offered to the small 
investors. In the Middle West promoters 
appeared with a glamorous proposition that 
they claimed was a British investment trust, 
holding valuable property and securities in 


Europe. Glowing pictures were painted, for 
the sponsors alluded to the dividend records 
of the leading British companies, which 
ranged as high as 20 per cent annually in 
the banner years. Declaring that now was 
the time to profit from buying European 
securities, while they are cheap in terms of 
the dollar, the high powered salesmen reaped 
a rich harvest. 


The Manager’s Profit 


we is the profit to the sponsors of 
the bankers’ shares companies? 

The firm which has put out the largest 
number of these bankers’ shares asserts that 
its profit is obtained entirely from the sale 
of the stocks. The shares are valued at 
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$14 each. On the sale of each share, the 
sum of $1.20 is deducted at the outset. Of 
this 60 cents is alloted to the broker who 
sells the share at retail, 15 cents goes to the 
English syndicate as a sort of royalty for 
having devised the scheme, and 24 cents 
goes to the bank, which acts as trustee in 
perpetuity or during the life of the trust. 
This leaves 26 cents to the sponsors for 
their share. From this, however, they must 
pay the cost of advertising, printing, legal 
advice and other expenses. The bank, how- 
ever, has the whole administration and re- 
sponsibility of the trust. It holds the stocks, 
votes them and collects all the dividends 
declared. Under some of the bankers’ shares 
ventures, no deduction is made by the bank 
for the costs of distributing the dividends. 

To assure the investors that there will be 
no material substitution of shares, the agree- 
ment stipulates that neither the bank nor 
any other person can sell any stock in the 
list and substitute another for it. However, 
if the trustee foresees a great slump coming 
in any of the stocks, the bank may sell out 
and reinvest the proceeds pro rata in the 
remaining stocks. But, at all events, the 
trustee can never go outside of the stocks 
appearing on the original list. 


The Main Differences 


S may be readily seen, the bankers’ 

shares companies differ radically from 
the investment trusts, because the deposited 
securities generally consist of less than 
twenty, while as many as 500 securities are 
found in the portfolios of the investment 
trust companies. The composition of the 
underlying stocks cannot be _ materially 
changed in one case. Some of the largest 
returns obtained by the investment trusts 
have come through altering their holdings in 
such a way as to take advantage of profi- . 
table opportunities to buy and sell. The 
profits resulting from the turnover are paid 
into the reserve, and a portion of the an- 
nual net is paid into this fund also. The 
bankers’ share company automatically dis- 
tributes all of its income realized from the 
receipt of dividends so that the market value 
of the shares fluctates with the upturns and 
falls of the ticker. 

Some of the bankers’ share companies 
have been formed along conservative lines 
and have obtained the services of well-known 
banks to act as trustees. It can readily be 
seen, however, that the scheme might be 
employed by less scrupulous promoters to 
bilk the legion of small investors. Late last 
summer the New York Stock Exchange, rec- 
ognizing that the so-called investment trust 
scheme might be used in many ways, issued 
a statement warning its members that their 
participation in the “formation or manage- 
ment of investment trust corporations or 
similar organizations,’ which “do not prop- 
erly protect the interests of the investors 
therein,” would be held an act detrimental 
to the interest or welfare of the exchange. 
Inasmuch as the bankers’. shares projects 
serve to reduce the floating supply of exist- 
ing securities by pledging them with trustees 
to be held during the life of the trust and 
compete in a way with the firms dealing in 
odd lots, the ventures have gained opposi- 
tion on the part of brokers, but others rec- 
ognize that a well managed share company 
may offer a safe investment. 


=a 
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he shares of the British and Scotch in- 
yestment trusts are listed on the London 
stock exchange, and it is understood that 
application has been made on the part of 
some of the American trusts to be listed on 
the New York exchange. The same re- 
quest has been made by some of the bank- 
ers’ share companies, but thus far nothing 
has materialized. One of the handicaps that 
the American companies now have is with 
respect to the ready convertibility of these 
shares into cash. Once they are listed on 
the Stock Exchange this barrier will be 
passed. 


Gift Tax 


(Continued from page 507) 


absence for a period not in excess of 30 
days from due date. Penalties are provided 
for delinquency in filing as well as for 
fraudulent returns. This is either by way 
of a specific penalty, which may be adjusted 
by an offer in compromise or a penalty of 
a certain percentage to be added and col- 
lected the same as the tax. 

The filing of the return is made a part 
of the obligation on the part of the 
donor. He is required to keep such com- 
plete and detailed record, relating to gifts 
made by him to enable the commissioner 
to determine accurately the amount of the 
tax liability. The bureau will investigate 
the return filed by special officers by veri- 
fying and investigating the accuracy of the 
return to determine the correct tax. The 
examining officer has the right to inspect 
the books and records of the donor and may 
interview anyone having knowledge of the 
gift. 

The donor has the satisfaction of know- 
ing that his gifts tax return will be treated 
as a privileged communication. 

Appeals, of course, may be taken by any 
donor from any final determination of the 
commissioner, which appeals can be taken 
directly to the Board of Tax Appeals. Re- 
lief may be afforded the donor also by the 
filing of a claim for abatement and refund. 

The wisdom of this enactment will cer- 
tainly be questioned, inasmuch as criticisms 
have been widespread. If Congress can 
exact a tax on a transaction which at law 
does not constitute a gift, we are practically 
exacting a price for all transfers of prop- 
erty. The Gifts Tax became a law June 2, 
1924, and it appears to be a question whether 
the tax is constitutional. Early litigation is 
inevitable. 

Accordingly the bureau, through its Gift 
Tax Section, is going to pass on all business 
transactions. If property is sold or ex- 
changed, the difference between the value 
of the property and what is received is con- 
sidered a gift. So, if one has a prospect 
who wishes to sell, this client must be very 
careful, in order not to make a bad busi- 
ness deal, as he will not only suffer his 
loss orm the deal, but will be forced to pay 
a tax on his loss. 


An Invasion of Rights of 
Citizens 

RESIDENT COOLIDGE has truthfully 

characterized the new gift tax as a 


further invasion of the right of the citi- 
zens, both unusual in its nature and of 
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] 9 y. is the 26th year during which the 
Mercantile Trust Company has 


been a forceful factor in the civic advancement 
of St. Louis. During that entire period the 
Mercantile has always been closely identified with 
every movement tending toward municipal prog- 
ress and betterment. 


This close association with St. Louis affairs and 
thorough understanding of local conditions qual- 
ify us to handle St. Louis business for banks, 
trust companies and individuals to best possible 


advantage. 


Member Federal 
Rererve Sirtem 


EIGHTH AND LOCUST 


Capital Surplus 
Zen Million Dollaur 


-TO ST. CHARLES 


SAINT LOUIS 


doubtful legality. Secretary Mellon con- 
demns the same as a destructive levy on 
capital and difficult of enforcement. He 
says something is wrong with our tax policy 
if legislation such as this is necessary to 
make collections of revenue effective. Taxes 
should be framed so they do not interfere 
with production or capital accumulation. At 
present one dollar out of every eight of 
the national income is paid in taxes to the 
Federal, state and local governments. This 
shows the tremendous tax burdens left by 
the war. 

The suggestion which has been made is 
that, if this tax is upheld, it may be 
possible to frame provisions in the reve- 
nue act which will reach gifts plainly made 
for the purpose of avoiding taxation, simi- 


lar to gifts in contemplation of death under 
the Federal estate tax, but which will not 
tax gifts which are made for proper pur- 
poses, such as provided in voluntary trusts. 

Taxes which unduly curtail private in- 
come and dry up the sources of revenue are 
bad taxes, because they affect the general 
public unfavorably and yield smaller reve- 
nues in the long run than taxes which are 
better adjusted to the economic need. 

The object of a tax measure should be 
to secure the necessary revenue at a mini- 
mum interference with the existing indus- 
trial and social order. 

The constitutionality of Federal succes- 
sion acts are no longer open to question. 
In the case of New York Trust Company vs. 
Eisner the Supreme Court held that the 
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Will You Help 
Your Town Get a Hotel? 


The fine, distinctive (if not large) hotel shown above and which 
will soon be erected in Hickory, N. C., was recently but an 
idea, a vision, in the mind of ONE MAN—a civic leader of 
Hickory. 

Then came the Hockenbury plan of community hotel finance at 
the request of other civic leaders of Hickory. Following a 
most comprehensive hotel survey, the Hockenbury plan was 
inaugurated and in one week’s time $306,200 in hotel securities 
was sold to meet an objective of $300,000. 


Thus the Hotel was assured! 


This Hotel, however, is but one of many financed by the same 
effective plan. 


Perhaps YOUR town needs more modern Hotel facilities. Per- 
haps YOU are the man of vision in YOUR community who can 
bring about this needed civic improvement. If you are, let us 
place your name on our complimentary Bankers list, ‘‘B-2,”’ 
to receive each month a copy of THD HOTEL FINANCIALIST, 
a journal devoted to community hotel finance. There’s no 
obligation connected therewith. 


heTlocKenbury System Incorporated 


Penn-Harris Trust Bldg., Harrisburg,Penna. 


estate tax was an excise and not a direct 
tax and, therefore, did not need to be ap- 
portioned among the states in accordance 
with population. 

In upholding the estate tax the Supreme 
Court in Knowlton vs. Moore, reviewing the 
decisions and reasoning upon which these 
taxes are based and the constitutional in- 
hibitions on Congress, held the law did not 
violate the constitution as to apportionment 
as the tax was an excise, or death duty, and 
not a direct tax. The court cited the case 
of Scholey vs. Rew (23 L. ed. 102) and the 
reasoning therein contained. The court, 
however, in the Scholey case placed income 
and succession taxes in the same category, 
and the Supreme Court later held in the 
Pollock case that the income tax as to in- 
come from real estate was direct. The Pol- 
lock case led to the passing of the Income 
Tax Amendment, thus giving Congress a 
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right to levy an income tax, without appor- 
tionment, and the income tax is now regarded 
as direct taxation. 


Trend Is Communistic 


HE gift tax is essentially different in 

principle from the succession tax and 
is by no stretch of the imagination included 
within the income tax amendment. It is 
levied as an income tax, in that it arises 
from the voluntary act of the taxpayer; it 
resembles a succession tax in its adminis- 
trative features, but has attributes of its 
own, in that it may in operation retard the 
free alienation of property, and once ad- 
mitting its validity in principle, can be ex- 
tended so as to destroy an incident of the 
ownership of property—the right to dispose 
of the same. 

It is difficult to conceive that the Supreme 
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Court, protecting the people in the right 
to hold and dispose of property, can hold 
that the legislative body may so restrict 
that right as to destroy it, and may levy a 
tax without apportionment which, disregard- 
ing any legal subtleties, is in practical opera- 
tion and in reality, as direct a tax as the 
income tax, and is decidedly more dangerous, 
as it is a capital levy. 

As I have heretofore suggested, income 
and succession taxes were merely war meas- 
ures, designed to furnish funds to the goy- 
ernment in emergencies, but now appearing 
as a regular form of taxation and thus 
further encroaching upon fields heretofore 
reserved for emergencies. To state this 
is to show how unwise it is for the govern- 
ment to make this tax a part of a general 
plan of taxation in time of peace. 

But further than this, the trend is decided- 
ly communistic. Once granted that, the gov- 
ernment may levy a tax upon gifts (where 
no purpose to avoid the death duty is pres- 
ent), as well as a death duty, and all avenues 
are closed for passing property from father 
to son or accumulating property for the pro- 
tection of the family. Incentive is destroyed 
if the product of past industry devoted to 
further production (capital) is to be subject 
to levy by the government. Such a condi- 
tion may well arise if the rates are in- 
creased. Are we sure that this tendency is 
not already manifest? Are we at all certain 
that this levy, called a tax, is not in reality 
a scheme for breaking up private holdings 
of property by taking the same for public 
uses? If this be true, has the time come 
when we shall disregard the traditions of 
the past and the guaranties of our consti- 
tution and experiment with untried and dis- 
proved communistic theories? 


Trust Accounting 
(Continued from page 495) 


name of the counsel for the estate, and other 
information of importance. On the reverse 
side of this sheet may also be copied the 
will or trust agreement, or any part thereof 
pertaining to the trust. 

The amount of detail placed on the docket 
usually varies with each individual trust. 
The use of this form of docket is con- 
venient in that when general information is 
desired about a given trust, it can be had at 
once without searching through various 
papers or reading the entire trust indenture. 

The asset sheet is used as a place of 
record for all assets of the trust estate ex- 
cepting cash, which is carried on the trust 
ledger sheet. It is important that all assets, 
of every nature excepting cash, be properly 
entered on this record, at their appraised 
or carrying value, immediately upon their 
receipt. The sheet is ruled to show the 
correct classification as to the kind of in- 
vestment, whether bonds, stocks, mortgages, 
real estate, or miscellaneous assets. This 
record is in no sense a bookkeeping record, 
but merely a list of assets, and the fact that 
all transactions must be posted through the 
trust ledger record eliminates the necessity 
of showing debits or credits here. Pro- 
vision is made, however, for showing the 
date and the disposition of assets. 

The trust ledger sheet contains six col- 
umns, in addition to sufficient space for the 
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entry of full details; these columns em- 
bracing a debit, credit and balance, for both 
income and principal cash, the latter con- 
stituting uninvested trust funds. The ad- 
vantage of having separate columns for 
principal and income, and for showing at 
all times the balances remaining in each 
of these accounts, is evident. All transac- 
tions, of whatever nature, should be posted 
from the journal to this sheet. If this 
procedure is followed, statements to bene- 
ficiaries and accounts for court can be com- 
piled with comparative ease, without the 
necessity of making an audit in order to 
cet the required information. 

The docket, asset, and trust ledger rec- 
ords being in loose leaf form, the larger 
company will find it convenient to divide the 
alphabet and have two or three binders, 
while the smaller institution will carry all 
on one book. Thus, as its business in- 
creases, the smaller company is not faced 
with the problem of changing its accounting 
system, but, by the purchase of an addi- 
tional binder and the physical transfer of 
sheets, it is at once in a position to expand 
to an unlimited degree. 


Information Readily Acquired 


ROM the three records above described, 

any person, whether or not he be 
familiar with its details, can quickly ascer- 
tain general information regarding an 
estate, the assets on hand, and the cash 
balance in both principal and income ac- 
counts, and thus is enabled to readily ac- 
quire a talking knowledge of the trust. 

The journal is the book of original entry, 
and in this every transaction of the depart- 
ment should be entered. In order that the 
posting of the journal may be done as 
quickly and easily as possible, a columnar 
form has been adopted showing a debit and 
credit column for each general ledger ac- 
count, the most active accounts being placed 
nearest the explanation space. Journal 
entries are posted in detail to the trust 
ledger sheet and in totals only to the va- 
rious general ledger accounts. The total 
debits to the depository for any given day 
will equal the amount of deposits to be made, 
and, per contra, the total credits will equal 
the total of the checks drawn. 

The trust department general ledger, 
known as such and containing the control 
accounts necessary to insure practicability 
and adequate safety, was seldom used pre- 
vious to the past few years. Banking de- 
partments consider the general ledger one 
of their most important records, and it is 
felt that there is just as great a need for its 
use in the trust department. 

In the general ledger will be carried a 
control account for each class of invest- 
ments, for income cash, for uninvested trust 
funds, and usually for commissions and in- 
terest. The asset accounts will show debit 
balances, and the liability accounts will show 
credit balances. The balance shown in any 
general ledger account will represent the 
total of that asset or liability in all of the 
trust estates. 

It may be well to explain the nature of 
some of the accounts carried in the general 
ledger. Under the caption of “Miscel- 
laneous” are carried all miscellaneous assets, 
such as notes, household furniture, jewelry, 
or any other assets that do not properly 


received the limelight. 


timber lands in the north. 


DETROIT 


41 


MEAT PACKING 


HE stage in Michigan is so crowded with a var- 
iety of industries that Meat Packing seldom has 


Thousands of cattle and sheep from the west are 
annually fattened on the fenced ranches of cut-over 


Slaughtering and meat packing reached an annual 
volume of $57,648,125. a year ago. 
important link in this enterprise, for through it the 
entire Great Lakes Region is served. 


FIRST NATIONAL BANK 


The First National Bank, the Central Savings Bank and the 
First National Company of Detroit, are under one ownership. 
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This bank is an 


MICHIGAN 


belong in the other asset accounts. 

The balance in the “Depository” account 
represents total cash, both principal and 
income, of all trust estates, together with 
commissions and undistributed interest. All 
cash received should at once be deposited 
with the depository and all payments be 
made by trust fund checks. 

The “Invested Trust Funds” balance is a 
total of all the investments of the trust de- 
partment, and is the credit balance which 
is offset by the total debit balances in the 
“Bonds,” “Mortgages,” “Stocks,” ‘“Mis- 
cellaneous” and “Real Estate” accounts. 

“Uninvested Trust Funds” is principal 
cash, and the balance as shown on the gen- 
eral ledger represents the total cash prin- 


cipal of all trust estates. 

Commissions, as they are received, are 
placed in the “Commissions” account until 
the end of the fiscal period, when the bal- 
ance is taken into the undivided profits. 

Interest received from the depository on 
the trust cash deposit balance may be con- 
veniently placed in the “Interest” account 
until such time as it is desired to distribute 
it among the various trusts to which it be- 
longs. <A fiduciary should not make any 
profit or gain from any court trust other 
than regular commissions; therefore, it is 
essential that all interest received on bank 
balances be distributed to the trusts and not 
be allowed to accumulate for the benefit 
of the fiduciary. 
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READY ALWAYS 


—but seldom needed 


OWNERS may not need parts for Best Tractors often 
but they WANT THEM when they do! Signs like 
that above, which are found throughout the United 
States, are then most welcome, for they say, “‘Here is 
a Best Tractor representative with the replacements 


needed.” 


A Best “Sixty” or “Thirty” Tractor may be purchased with 
the same assurance with which a standard automobile is 
bought — secure in the knowledge that a big, wide-spread or- 
ganization is back of it togive protection against delay. 


C. L. BEST TRACTOR CO. 


General Offices:—Factory 
San Leandro, California 


Factory Branch— Warehouse 
St. Louis, Missouri 


SALES OFFICES 
San Francisco—127 Montgomery Street | New York City—50 Broad Street 
DEALERS THROUGHOUT THE UNITED STATES 


BEST TRACTORS 


16-225 


The advantages of taking a statement of 
the condition of the trust department from 
the general ledger are obvious. Directors 
find such a statement is of interest when 
presented at their meetings; it furnishes a 
means of showing readily the growth of the 
business, and is especially valuable for the 
purpose of denoting the amount of uninvest- 
ed trust funds, and thus making possible 
the prompt investment of all funds avail- 
able. 


Such are the fundamentals and their ap- 
plication in the operation of personal trusts, 
and such their functions. The numerous 
auxiliary records that must be installed as 
business increases will be dismissed with 


the statement that such records are numer- 
ous and of great variety, their selection 
being dependent upon the particular needs 
and size of each trust department. 

The growth of the personal trust business 
is greatly dependent upon the education of 
the people to the belief that the banks and 
trust companies are able and are very much 
in earnest in their desire to administer 
promptly and carefully all trusts given to 
their custody. The company that lacks these 
fundamentals, together with facilities and 
equipment, in the way of proper accounting 
methods, will not be able to administer its 
affairs in a creditable manner, and will not 
be assisting in this education of the people 
to the use of the corporate fiduciary. 
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Revealing Power 
(Continued from page 504) 


health, and with the thought that perha))s 
he might not return, it is told that George 
F. Baker called at the library to say gooi- 
by. Mr. Morgan left a group that was stand- 
ing about him, and stepping aside, put his 
hands on Mr. Baker’s shoulders, saying: ‘If 
anything happens to me, I want you to know 
that my association with you has been one 
of the most satisfactory parts of my life. 
I have had many pleasant things in my life, 
but none more pleasant than this. I want 
you to remember it always.’ 

“I think it was Mr. Lamont, a senior 
partner in the Morgan firm who, on some 
recent occasion said that whenever Mr. Mor- 
gan went away he always used to leave as 
his parting injunction to his partners these 
words: ‘Whenever you do not know what 
to do, whenever you are puzzled as to the 
course to take, go to Mr. Baker, and abide 
by what he says.’ ” 


An Event in Banking History 


ah Weng friendship that was established by 
the father continues,’ Mr. Mitchell 
added, “and is one of those evidences of’ the 
great heart of Wall Street that the unintel- 
ligent of the public so little realize.” To this 
feeling he attributed the action of Mr. Mor- 
gan in breaking his rule of reticence to honor 
the dean of bankers. “This meeting in honor 
of Mr. Baker seems to me a great event 
in the history of banking in New York,” 
Mr. Morgan said. “We are so apt to get on 
with the day’s work and forget what we 
owe to our teachers and our friends. 

“Tt gives us a chance to stop and think 
for a moment and tell at least one of them 
that we are grateful to him and that we 
honor him in our hearts. I feel that I have 
a special right to speak, for I have the un- 
usual privilege of speaking for two gen- 
erations of admiring and affectionate friends 
of Mr. Baker. Therefore, though painfully 
conscious of my inadequacy as a speaker, the 
fact that I am representing my father and 
his feeling for Mr. Baker, as well as my 
own, gives me courage. For a great part 
of father’s life he and Mr. Baker were 
close friends and associates in many mat- 
ters. Father’s experience with Mr. Baker 
was that of all of us, an experience of 
unfailing friendship, of cooperation in many 
different ways. 

“T well remember, for instance, after the 
panic of 1907, when my father was telling 
me the story of those anxious and agitated 
days, during which I had unfortunately been 
absent, he said, summing it all up—he had 
been telling me a great deal—‘Of course, 
it could not have been done without Mr. 
Baker. He is always ready to do his 
part and more.’ That, I think, expresses as 
well as could be the first point that I want 
to make in regard to Mr. Baker; he is al- 
ways ready to do his part and more. That 
is what makes him such a strong helper. 
He does not measure his help by what he 
may think that others would expect him to 
do, but helps in such a way as to be ef- 
fective, regardless of what others do; and 
when after my father’s death, and just be- 
fore the war, heavy responsibilities were 
thrown on me and there were many puz- 
zling questions to be dealt with, not even 
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my father himself could have been kinder 
or more considerately helpful than was Mr. 
Baker to me. 

“We are all business men and all, I think, 
more or less accustomed to consider business 
from the intellectual as well as from the 
active side. By this I mean to consider it 
in a general way, as well as in detail. Presi- 
dent Lowell of Harvard, in conferring de- 
grees recently, spoke of business as the old- 
est of the arts and the youngest of the 
professions. This view of business, not sim- 
ply as a vocation or a trade but as a pro- 
fession, gave me a fresh realization of the 
importance of the business men in the 
modern world and of the privilege and re- 
sponsibility, since privilege must always 
mean responsibility of a position in that 
profession. And considering business as a 
profession, where will you find a better 
professor to teach that profession than Mr. 
Baker ? 

“In the first place, he knows more about 
it from experience over a longer time than 
any of us. And he has, beside, to a degree 
unique in my experience that invaluable qual- 
ity of vitality, of youthfulmindedness, which 
enables him, while still keeping to the old 
fundamental principles with which he started 
his business life and which he has carried 
all through it, to appreciate and make good 
use of the changes in method which are 
necessary in business as well as in other 
professions. He teaches us by example how 
to do things. He very seldom delivers lec- 
tures, but he has been before us for many 
years, always in the front rank, active, in- 
dustrious, helpful and sympathetic, and has 
taught us a great deal without talking very 
much about it. 

“In every profession also there is and must 
be a code of ethics the result of years of 
experience. I take it that the newer the 
profession the more difficult it is to formu- 
late its ethical code, for the experience has 
not been sufficient. Were I required to state 
an ethical code for our profession, I think 
I would say the first rule should be never 
do something you do not approve of in 
order more quickly to accomplish something 
you do approve of. That means that there 
are no safe short cuts in the piloting of 
business or of a ship. This principle Mr. 
Baker has always upheld and has been by 
that fact an excellent example for all of us. 


“He would be very much surprised, I am 
sure, if he knew how often what he does, 
and the way he does it, has helped the rest 
of us, without his having to talk about it. 
As Emerson says, ‘Thou knowest not what 
argument thy life to thy neighbor’s creed 
will lend, and Mr. Baker’s life has been 
a fine argument for the right creed for the 
professional business men. 

“And he believes not only in example 
as a teaching force, but also in the ex- 
planation of the example. You have all 
heard, particularly lately, from our chairman, 
of his recent gift to the business school of 
Harvard. That great university had already 
schools for the -old professions, divinity, 
medicine, law, the arts and sciences. It 
needed a professional school for business, 
and it made a beginning some years ago 
which was promising, but did not get much 
beyond the experimental stage. It wanted, 
after all, a professional school. The Har- 
vard Business School was developed by 
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INDUSTRIAL ACCEPTANCE 
CORPORATION 
COLLATERAL TRUST GOLD NOTES 


financing exclusively dealers of 


THE STUDEBAKER CORPORATION 
OF AMERICA 


Capital $6,750,000 


Collateral Trust Gold Notes available any 
maturity from two to twelve months, pay- 
able at National City Bank, N. Y., Trustee. 


Customary option. 


Statements, credit information and names 
of banks for investigation purposes gladly 
furnished upon request. 


Executive Offices 


100 East 42nd Street, New York 


Branch Commercial Paper Offices 


105 S. La Salle St., Chicago 


554 Market St., San Francisco 


Industrial Acceptance Corporation is the successor to the Automobile Division 
of, and is affiliated with the INDUSTRIAL FINANCE CORPORATION. 


teaching it on the same Dasis of profes- 
sional instruction as the medical school and 
the law school, and that is what is called 
the ‘case system.’ In medical schools for a 
very long time, and in the Harvard Law 
School for about 50 years, the instruction 
had been by the study of cases, under the 
guidance of trained teachers. After much 
thought, the managers of the business school 
had come to the conclusion that the way to 
teach the principles and ethics of business 
as a profession was by the study of actual 
transactions and of the papers connected 
with them, and they had already begun to 
conduct their teaching on those lines. 

“Mr. Baker was appealed to, among many 
others, to subscribe part of the sum neces- 
sary to endow this new professional school. 
After thinking it over, he announced that 
he was not much interested in being one of 
a party to this thing, but if they would al- 
low him he would like to do it all him- 
self. 

“He told me afterward, and this is why 
I have referred to this ‘case system,’ that 
the feature which made him believe that 
the business school was being established on 
the right basis and being run on right lines, 
and which made him wish to take a large 
part in it was that it was already teaching 
on the case system and hoped to increase 
its use of this method. Of course, he likes 
the case system. He has been teaching it 
all of his life. In fact, he is the best in- 
stance of its usefulness that could be found. 

“T have alluded to Mr. Baker’s extraor- 
dinary quality of youthfulmindedness. I re- 
member one occasion of a meeting of the 


Liberty Loan Committee during the war, 
when we had all been anxiously stressing the 
need for supplying the very large require- 
ments of our government. It had become 
evident that as the public was rather over- 
loaded with bonds, the banks would have 
to make subscriptions in very much larger 
amounts than they had hoped would be nec- 
essary. Mr. Baker had taken, as he gen- 
erally did, the lead in suggesting that -as- 
surances should be given to the govern- 
ment that it would get the money that it 
needed from New York. All the banks con- 
curred. After the meeting I was walking 
down the street with the head of one of 
the large banks in New York when he said 
to me, ‘Can’t you do something about it?’ 
And in response to my question as to what 
it was that he wanted done, he said, ‘Mr. 
Baker is much too young for all the rest 
of us, and it is really dangerous to have him 
about. He makes us all do more, and more 
quickly than we expected to do. He really 
ought to be aged.’ 

“In spite of all his youthfulness, how- 
ever, we must acknowledge that he has 
reached a noble age. He has in greater 
measure than almost anyone I know the 
things that accompany old age, as honor, 
love, obedience, troops of friends—all these 
things he has had for many. years.” 


His Service to the Treasury 


R. BAKER, as a steadfast friend of 
the Treasury, was revealed by Secre- 
tary Mellon. 


“Tt is fitting that I, for the Treasury 
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An Investment Service 
for Bankers 


HERE’S a world of difference between 
selling bonds of an underwriting house 
that offers no service and one that does. Even 
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though the securities of both houses are high 
grade, the bonds of the one will invariably 


includes 


Ist Wisc. Nat’l Bank Bldg. 
MILWAUKEE 


of the United States, should speak of Mr. 
Baker,” he said. “The Treasury, through 
its long career, has had no stauncher friend. 
At the inception of his banking career in 
the early sixties Mr, Baker began to sell 
bonds for the government. And young as 
he was, he had the confidence of the Sec- 
retary of the Treasury of Lincoln’s War 
Cabinet, Salmon P. Chase. So Mr. Baker's 
bank began its life in helping to finance the 
Civil War. 

“Again, in 1879, when Secretary Sherman 
undertook the refunding of the war debt, 
it was upon Mr. Baker that he relied, and 
it was the First National Bank which 
handled a very large portion of the refund- 
ing issue. 


outsell the bonds of the other by a big margin. 


The investment service we offer to bankers 


Statistical and 
Trading Departments 


Selling and Advertising Services 


We have in our organization a number of ex- 
perienced bank bond men who will gladly 
cooperate with bankers in the efficient man- 
agement of their bond departments and all 
bankers are invited to avail themselves of 
their services. 


Write for our pamphlet outlining the scope 
of our Investment Service for bankers. 


BANK SERVICE DEPARTMENT 


Hyney, Emerson & Co. 


39 South La Salle Street, Chicago 


118-120 Burdick Arcade 
KALAMAZOO 


“In more recent times, when we were 
drawn into another great war and money 
had to be borrowed in amounts theretofore 
unprecedented, Mr. Baker was once more 
called upon. His help and constant advice 
as the leading member of the Liberty Loan 
Committee enabled the Treasury to float the 
largest popular loans of history. 

“If it were possible to express in figures 
Mr. Baker’s contribution to his country’s 
finance, it might convey some impression to 
say that since 1917 the subscriptions of 
his bank to government obligations have 
reached the enormous total of over $3,364,- 
000,000 of government securities. 

“We know in Washington that on every 
issue on the day the books are opened we 
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will receive a subscription for $25,000,000 
from the First National Bank of the City 
of New York. It is comforting to feel that 
we always have one friend who backs the 
Treasury, whatever its judgment of market 
conditions. It gives us confidence. It is 
not, however, in Mr. Baker’s direct finan- 
cial dealings, large as these have been, that 
he has so greatly served. There are cer- 
tain outstanding features in his character 
which have had an incalculable influence in 
the forming of our country’s ideals. There 
has been his real service to America. 

“Tt is difficult to separate these elements 
of character one from another; and in their 
fulness one cannot exist independently of 
others. 

“Speaking first of his courage: When he 
has seen the right course, tenaciously he 
has held to it, however outnumbered or at 
whatever costs. Another great quality of 
value to mankind is his constructive abil- 
ity. He is primarily a builder and a be- 
liever that real success comes from making 
others successful. Then his confidence in 
the ultimate working-out of right ideas can- 
not be shaken. No matter how black the 
financial or political sky may appear, he 
has always felt that the storm will clear 
and the house builded upon a rock will 
emerge unscathed. Through the bitterest days 
of railroad baiting, Mr. Baker did not lose 
his faith that the railroads would come again 
into their own as the most essential part 
of the industrial structure of America. Com- 
bined with these elements of his character 
and aided by his full life of experience, 
the soundness of his judgment is not sur- 
passed. 

“Now the influence of a strong charac- 
ter throughout a long life is not simply 
upon what is done by him, his own work, 
the building up of his own bank, the con- 
structive work of his own hand upon in- 
dustry. It is far more than this.” 

Before presenting Mr. Baker, his formula 
of success was disclosed by Mr. Mitchell 
thus: 

“You have won by a code of fair play, 
consistently administered. You have had 
no tricks for beating the game. You have 
simply gone on from year to year with wise 
sagacity and with constant faith in the 
future of this country, with loyalty to the 
government and unshakable confidence that 
it would be maintained. And you have al- 
ways worked constructively for its upbuild- 
ing.” 

As a touching tribute to the dean of bank- 
ers, Mr. Mitchell said he felt as did Mr. 
Baker’s mother when, upon the occasion of 
his 60th birthday, she wrote, “Have I not 
good reason to be proud? You have not 
only gained an enviable reputation, but you 
have earned it honorably. I cannot look 
back on any transaction of your life that I 
can feel ashamed off.” 


Cutting Waste 


N effort is being made to get all of the 
banks of the country to print upon the 

face of their checks the transit number as- 
signed by the American Bankers Associa- 
tion. The failure of many country banks to 
print these numbers slows up the work of 
clearing and entails unnecessary expense. 
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Non-Cash Items 
(Continued from page 508) 


ing for a service for which they are justly 
entitled to remuneration. 

“Quoting from letters recently received 
from bankers, which are hereto attached, as 
aforesaid, I desire to call your attention to 
a letter from the First National Bank of 
Detroit, Mich., as follows: 

“*A\s a@ commercial bank interested in giving 
direct and prompt service, we are opposed to the 
Federal Reserve Banks handling Non-Cash Items 
for the following reasons: 

“1st. Loss of time in routing items directly. 

“ond, Slow and incomplete advices of pay- 
ment. 

“3rd. Additional time and trouble taken to 
recall or reduce items. . 

“ “Sth, Difficulty in obtaining adjustments 
caused by their errors, 

“*Sth. More opportunity for special instructions 
to be overlooked or improperly passed on.’ 


Saving for One Bank; Loss for 
Other Banks 


66°T"HE Fort Worth National Bank, Fort 
Worth, Tex., writes in part as fol- 
lows: 

“ ‘The institution with which I am connected in 
one month handled more than $400,000 of cotton 
drafts through the collection department of Fed- 
eral Reserve Banks, and based on an average col- 
lection charge of one-tenth of one per cent there 
resulted a saving for this bank of more than 
$400.00. While this is a profit for this particular 
bank, it was made at the expense of several banks 
located in Federal Reserve cities, and a profit to 
which they were justly entitled, and which should 
have been paid by the drawer of the drafts or the 
depositor.’ 

“That the future stability and popularity 
of the Federal Reserve System must be 
guarded against any tendency to increase its 
cost of operation by dealing directly with 
the public in any manner or coming in 
competition with its members. Free ser- 
vices have built up overhead that has to 
be met by open market activities detrimental 
to its future. 

“We believe that it is universally rec- 
ognized that there is a necessity at the 
present time of reducing the overhead cost 
of the System, and are, therefore, firmly 
of the opinion that it would be recognized 
by a large majority of the membership of 
the System as prudent in the interest of 
economy to eliminate from the System the 
handling of collections, thereby saving the 
System in excess of one million dollars per 
annum, and we are convinced that such 
action on the part of the Reserve Banks 
would meet with the approval of the ma- 
jority of its members and certainly could 
be done without any serious embarrassment 
to any member. 

“Therefore, in compliance with the fore- 
going facts and the authority invested in 
this Committee by the American Bankers 
Association, we most earnestly urge that 
the Federal Reserve Board’s regulations be 
so amended as to prohibit the handling of 
Non-Cash Collection Items by Federal Re- 
serve Banks.” 


George M. Reynolds, chairman of the 
Continental and Commercial National Bank 
of Chicago and former president of the 
American Bankers Association, will be the 
featured speaker at the western regional 
savings conference which will be held at 
San Francisco on February 19-20. 


Consider Your Secondary Reserve 


It can be made to earn more 


tunity to increase earnings without in the least disturbing 

safety. Almost any bank can profitably carry a fair per 
cent of Federal Land Bank Bonds in its Secondary Reserve. 
Being acceptable by the United States Treasury at par as secur- 
ity for Government Deposits, including Postal Savings, these 
bonds possess advantages not found in any other except Gov- 
ernment bonds. They are wholly tax exempt and the interest 
on them may be deducted from your net taxable income. The 
yield is very satisfactory, being on the current issue at present 
price above 4.30% to call date and 4.50% thereafter. They 
are readily convertible into cash and the market for them is as 
stable as the market for Governments. 


A N analysis of your secondary reserve may show an oppor- 


The twelve Federal Land Banks were organized with 
$9,000,000 Capital and no reserve or surplus. During six and 
one-half years of active operation they have grown in strength 
until on December 31, 1924, their Capital was $49,582,045; 
Reserve and Surplus $6,668,050; Undivided Profits $3,868,029; 
and Total Assets $992,017,312. Reserve and Surplus have been 
created entirely from earnings, in addition to which more than 
$10,700,000 have been disbursed in dividends. These Banks 
are managed by men thoroughly trained in banking and also well 
acquainted with farm conditions, and the bonds of each Bank 
are fully underwritten by the other eleven. 


You can Safely recommend 


Federal Land Bank Bonds 


To estates, Special Trusts and small investors seeking abso- 
lute certainty of return. 


These bonds are legal investment for all fiduciary and Trust 
funds under the jurisdiction of the United States Government, 
and in 37 states are eligible for investment by Savings Banks. 


Interest is payable semi-annually at any Federal Land 
Bank or Federal Reserve Bank, making the coupons cash items 
anywhere in the country. Principal is payable at the Bank of 
issue,—but arrangements for retirements are also made through 
the Federal Reserve Banks. Coupon and Registered bonds, 
(interchangeable) in denominations of $10,000, $5,000, $1,000, 
$500, $100 and $40 redeemable at par and interest ten years 
from date of issue and on any interest payment date thereafter. 


The Federal Land Banks are located at 


St. Louis, Mo. 
Berkeley, Cal. 
Omaha, Nebr. 


Columbia, S. C. 
Houston, Texas 
Spokane, Wash. 


Louisville, Ky. 
St. Paul, Minn. 
Baltimore, Md. 


Springfield, Mass. 
New Orleans, La. 
Wichita, Kansas 


Write for Federal Farm Loan Board Circular No. 16 descriptive of these 
Bonds, addressing nearest Federal Land Bank or the Fiscal Agent 


CHAS. E. LOBDELL, Fiscal Agent 


FEDERAL LAND BANKS 
Washington, D. C. 


Buy 


Federal land Bank 
Bond) 
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STRENGTH 


The strength of a bank 
may be indicated by its 
statement of condition, 
but it is also measured 
bythe extentand quality 
of the services it is pre- 
pared to render. 


Add to the facilities at 
the disposal of your 
customers by placing 
an account with this 


strong, well-equipped 
institution. 


PHILADELPHIA 
NATIONAL 


BANK 


Capital, Surplus and Profits, $16,900,000 


New. State Laws 
(Continued from page 500) 


community and more protection to the de- 
positor. Another amendment sought will be 
to raise the minimum number of bank 
shares that an individual may hold from 
two to five. 

“An amendment will be asked prohibiting 
any active salaried officer from borrowing 
from his own bank, as there have been sev- 
eral cases where Missouri banks have sus- 
tained heavy losses through these loans. 

“Fiduciary powers for state banks will be 
sought, so that they may administer trusts, 

“Provisions for strengthening the scope 
of authority of the state bank examiner and 
investing his office with greater discretion- 
ary power are to be proposed. We want 
the salary of the state bank examiner in- 
creased from $6,000 to $10,000, his force 
of examiners doubled and their salaries 
placed upon a more adequate scale. Ex- 
aminers would start out at $2,400 the first 
year, receive $3,000 the second year and 
$3,600 the third year and thereafter. 

“The state bank examiner would be in- 
vested with increased discretionary powers 
so that he would have to approve the ap- 
plications of all who seek to open up new 
banks.” 


Montana Is Prepared 


ONTANA is preparing to fight the 
move for guaranty legislation. 

“J. K. Heslet of Butte and myself have 
just completed a tour of Kansas, Nebraska, 
Oklahoma and North Dakota, investigating 
bank guaranty law legislation, with which 
we are threatened for the fourth time,” 
R. O. Kaufman, chairman of the legislative 
committee, stated in December. “Our Legis- 
lature meets in January and February of 
1925. We have gathered a world of in- 
formation which we believe will assist in 
defeating the passage of guaranty legisla- 
tion. 

“In connection with our investigation we 
looked into the matter of supervision and 
control of state banks, and, as a result, we 
are making a recommendation that a law 
be framed in Montana removing the State 
Banking Department entirely from political 
influence, so far as this may be possible, 
by the appointment of a banking commission 
of five men, who shall be selected from the 
names of fifteen submitted by the associa- 
tion to the governor. We are suggesting 
that this commission be authorized to em- 
ploy the superintendent of banks and to fix 
his salary and likewise those of his as- 
sistants. We believe that the banks of the 
state should pay the bill, thus making the 
department self-supporting. This is in ac- 
cord with the idea of Nebraska bankers, 
who are endeavoring to make practically the 
same arrangement in their own state, by 
amendment to their existing law. 

“We are also contemplating the intro- 
duction of a law which will change the 
rule in force for so many years to the effect 
that the maker of a check is discharged 
from his obligation to the payee when such 
check is charged to the maker’s account. 
regardless of whether the payee receives 
cash or equivalent in return. The bankers, 
in order to protect themselves from the 


x 


_ 
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effect of this rule, have secured the pas- 


‘ sage of protecting statutes and have like- 


wise entered into contracts with customers, 
which contracts and statutes permit them 
to charge back such items to depositors, 
whether or not returns are received or the 
item itself is returned. 

“We feel that the maker of a check is 
the one who selects his depository, and that 
the payee is assumed to have no knowledge 
of the soundness of the banking institution 
on which such check is drawn. The payee 
relies upon the maker’s responsibility; 
otherwise he would not have accepted the 
check. 

“In view of conditions that have existed 
in the Northwestern states during the past 
few years, we feel that the old rule should 
be changed, and the provision that the 
maker should continue liable will, in the ab- 
sence of negligence on the part of the 
holder, permit the free circulation of the 
check, regardless of the condition of the 
bank on which the check may be drawn. 
It will also relieve both the Federal Re- 
serve Bank and other city reserve banks 
of a great deal of responsibility and an- 
noyance.” 


Nebraska Wants Law Refined 


66 AT the approaching session our big 

work will be in asking a further re- 
finement of the Guaranty Fund Law to se- 
cure correction of the defects that have 
appeared in the two years of operation 
under the big change we made in the law 
at the last session, when we provided for a 
guaranty fund commission of state bankers, 
to which commission the duty of handling 
weakened banks was given, and a conserva- 
tion fund provided for their use in this 
connection,” William B. Hughes, secretary 
of the State Association, stated. 

“Outside of that we are asking that per- 
sonal bonds be made acceptable for deposits 
of public money, that direct routing of 
checks be permitted, and that the require- 
ments as to cash in vaults be reduced. 

“Our taxation committee is studying a 
proposal which it will undoubtedy make to 
the Legislature for a better tax law per- 
taining to banks.” 


Fiduciary Powers for State 
Banks 


committee on legislation repre- 
senting the New Hampshire Bankers 
Association is going to ask the incoming 
New Hampshire State Legislature for 
amendment to our present law so that 
national banks and trust companies of this 
state may have extended to them the fidu- 
ciary powers of administrating estates, serv- 
ing as administrators and executors, as 
guardians for minors, etc.; to be relieved 
of filing surety company bonds with pro- 
bate courts, when banks are appointed to 
administer probate court matters, under 
wills, etc.; to amend the law fixing the tax 
of 3% of 1 per cent on savings bank de- 
posits, reducing the same to % of 1 per 
cent; to ask for repeal of the law limiting 
the yearly expenses of mutual savings 
banks; to ask for an exemption of the state 
tax on all mortgage loans made by savings 
banks in the state without reference to the 


Tower 


Strength”’ 


In three of the world’s great financial 
capitals—New York, London and Paris 
—the Bankers Trust Company has its 
own offices with facilities adequate to 
meet the requirements of its customers. 


BANKERS TRUST 
COMPANY 


New York London 


| 
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Bank Bonds 


Banking institutions appreciate the worth of securities that have 
proven safe under all conditions and for a long period of years. 


Greenebaum First Mortgage Real Estate Bonds are made safe by a 
definite system of safeguards, applied by the Greenebaum Bank, which 
acts as Trustee and supervises every Issue until the last bond is paid. 
It is this system that has made possible an unequaled record—Three 
Score Years and Ten of Proven Safety. 


Let us explain how these sound securities can be profitably sold 
through your bank. 


fala 


Founded 1855 


Oldest First Mortgage Banking House 


| Ownership identical with Greenebaum Sons Bank and Trust Company 
| Combined Resources Over $35,000,000 


©) 


Bf Bern obligations of this institution are selected as appro- 
priate and sound mediums for short term investment by 
alarge banking clientele. They may be obtained in convenient 
denominations and suitable maturities. 


Full information may be secured through usual banking 
channels, or by addressing Financial Sales Department, at 
any of our offices. 


: GENERAL MOTORS 
2: ACCEPTANCE CORPORATION 


Executive Offices: 
224 West 57th Street, New York City 
Branch Offices: 
Kansas City 
Los Angeles 
Memphis 
Minneapolis 


New York 
Omaha 


Philadelphia 
Pittsburgh 
Portland, Ore. 
St. Louis 

San Francisco 
Washington 
Toronto, Canada 


Cleveland 
Dallas 
Dayton 


Atlanta 
Boston 
Buffalo 
Charlotte 
Chicago Denver 
Cincinnati Detroit 
London, England 
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rate of interest the mortgages bear,” H. H. 
Dudley, chairman of the legislative commit- 
tee, reported. 


In New Mexico 


ry UMBER of changes in the banking 
laws of New Mexico will be sponsored. 
“We will present at the next session of 
the State Legislature the following recom- 
mendations,” Arthur Seligman, chairman 
of legislative committee, stated: 
“Recommending that State Bank Act 
be amended so as to limit maximum of 
loans by state banks to 10 per cent of their 
capital and surplus, instead of 20 per cent, 


the present limit, the act providing for 
ample time to enable state banks to bring 
existing loans within the proposed limit. 

“Recommending the passage of Uniform 
Banking Act relating to deposits in two 
names. 

“Recommending reorganization of finance 
board and the consolidation of other boards 
with similar duties and amendments to the 
Public Monies Act. 

“Recommending the repeal of the act re- 
lating to the recording and filing of mi- 
gratory chattel mortgages. 

“Recommending for closed banks that the 
bank examiner should name receiver in- 
stead of the court. 
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“Recommending provision to prevent the 
hypothecating of stock in the bank, either 
by a provision that the person holding the 
stock as collateral shall be subject to as- 
sessment or by the requirement on the part 
of the state bank examiner that the stock 
be held by him. 

“Recommending that the majority of the 
directors of the state banks should come 
from the county in which such bank js 
located.” 


Seek to Strengthen Examiner’s 
Office 


HE North Dakota Bankers Associa- 

tion has no extended plan for amenda- 
tory bank legislation at the hands of the in- 
coming Legislative Assembly, Ed. Pierce, 
chairman of the executive council, states. 

“Its members would welcome a repeal of 
the Guaranty Iund Law, which, we be- 
lieve, is responsible for much of the banking 
troubles of the past three years and which 
has demonstrated itself a lamentable failure 
toward accomplishing the purpose intended. 
It is not likely, however, that its repeal 
would be looked upon with general favor 
just at this time, and therefore the asso- 
ciation has no present intention of asking 
for it. 

“Some effort will be made to strengthen 
the scope of authority of the examiner’s 
department, and to provide for more effi- 
cient supervision, but aside from that we 
probably have in substance all the banking 
laws we need.” 


Codification of State Banking 
Laws 


State Commission on Banking 
Code, first appointed seven years ago, 
will present a bill embodying the recom- 
mendations of the commission,” C. F. Zim- 
merman, secretary of the Pennsylvania State 
Association, stated. “The bill has been given 
careful and long-continued study by the 
members of the commission, supplemented 
by an able conference committee of Penn- 
sylvania bankers representing this associa- 
tion. This proposed legislation seeks to 
meet the widely recognized need that the 
many banking laws on our statute books 
be codified and modernized so as to be 
better suited to present day banking prac- 
tice. 

“In its present form the bill will likely 
receive strong support from the bankers 
of Pennsylvania in the thought that it rep- 
resents a constructive advance movement 
even though all provisions in the bill do not 
appeal with equal force to those engaged 
in the business of banking in Pennsylvania. 

“Because the proposed code is so com- 
prehensive, it is thought that further bills 
on the subject of banking will appear in the 
form of amendments to the code rather 
than as separate legislation. 


New Tax Law 


a! the last session of our State Legis- 
lature a commission was authorized 
to study the question of taxation in Penn- 
sylvania and to present in 1925 their recom- 
mendations regarding changes in the law. 
The purpose is to eliminate duplicate or 


_ 
Greene Sons | 
7 Investmént Company 
Chicago | 
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unfair taxation and at the same time to 
provide means for increased revenues. 

“The commission has held open confer- 
ences with business men in different sec- 
tions of the state. No word regarding their 
proposals has been given out. The banking 
interests are most anxious that there should 
be thorough-going uniformity as to bank 
taxation in Pennsylvania as well as the 
elimination of the present tax of four mills 
on savings deposits.” 


Filibuster May End 


HODE ISLAND bankers are seeking 
the passage of a banking bill. 

“At the January, 1924, session of the 
Rhode Island General Assembly an act was 
introduced known as House Bill 688, which 
amends certain sections of the existing laws, 
but on account of a filibuster, which has 
lasted throughout the entire year, no legis- 
lation of any moment has been passed,” 
George W. Gardiner, chairman of the legis- 
lative committee, stated. “The incoming 
General Assembly meets in January, 1925, 
and it is probable that some action will be 
taken upon this bill with possibly further 
amendments. 

“This bill provides in a general way—(1) 
certain regulations regarding increase or 
decrease of capital stock of banks or truSt 
companies; (2) designating certain officers, 
trustees, etc., for saving banks and pre- 
scribing their duties; (3) permitting sav- 
ings banks to hold securities for the de- 
positors in safekeeping and to purchase 
for the depositors foreign drafts, letters of 
credit, etc.; (4) reciprocal provisions re- 
garding trust companies not organized under 
the laws of this state; (5) designating cer- 
tain securities in which savings deposits 
may be invested; (6) amending the exist- 
ing law regarding reserves; (7) amplifica- 
tion of the existing laws regarding loans to 
officers, directors, employees, etc.; (8) pre- 
scribing the manner in which joint deposits 
may be made.” 


What South Dakota Faces 


ROPOSED changes in the guaranty 

laws stand out in South Dakota. 

“Our main problem is our guaranty of 
deposits law, and the majority of bankers 
have voted that this law should be re- 
pealed,” Fred B. Stiles, president of the state 
association, asserts. “The matter appears, 
however, very badly mixed up, and it will 
be difficult to work out a solution. It ap- 
pears that the guaranty fund is hopelessly 
insolvent. Such problems as how to liqui- 
date this fund, how best to liquidate the 
large number of closed banks, how to combat 
other plans similar to bank guaranty which 
are offered as substitutes, and whether a 
proposition to bond the state to cover the 
deficit shall be approved, all demand urgent 
attention upon the part of our committee. 

“The state bankers have also indicated 
their wish for a stronger state banking de- 
partment with an increased appropriation. 
The law relating to bank reserves should 
not be altered, but possibly the law should 
be changed to prevent unnecessary new 
banks and to increase capital necessary to 
organize. 

“Taxes on banks have been very high, and 
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the legislature of 1923 amended the law 
lowering this rate, but there seems a strong 
movement to repeal the 1923 amendment 
which would place taxes back to the former 
high point. 

“The association will work for a number 
of minor matters and details in the law, in- 
cluding request for passage of such uni- 
form laws not now on our books and as 
recommended by the Committee of the 
American Bankers Association.” 


Capital and Loans in Tennessee 


HILE there is no special agitation on 

the part of Tennessee bankers for any 
particular legislation, W. A. Sadd, chair- 
man of the legislative committee, states 
that some changes in the banking laws 
would be welcomed. But as it is feared 
that such a move might result in bringing 
banking into politics, it is doubtful that any 
steps will be taken. 

“Tt is the suggestion of the legislative 
committee that we have the minimum 
capitalization for state banks raised from 
$10,000 to $25,000,” he states. “Another very 
advisable change would be to strengthen 
the scope of the authority of our superin- 
tendent of banks, placing the question of 
the approval of the same in his hands. 
This cannot be done through the banking 
laws but must be done through our general 
incorporation laws. Under our present 
banking law the superintendent of banks 
is nominated by the Tennessee Bankers As- 
sociation, and we have been very fortunate 
in having such officers that there has been 
a very just and intelligent handling of this 
banking department. 

“Some suggestions have been made to 
limit the amount of loans for state banks 
more nearly in the line of the national 
banks, but there is great opposition to this 
by the country banks for, at certain times 
of the year, commodity loans are made in 
rather large amounts, and to have their 
rights hampered in this particular would 
necessarily bring forth some suggestions. 

“Some legislation will be proposed en- 
deavoring to release the state banks from 
some of the taxation under our new Excise 
Tax law. 


Texas Seeks Repeal 


¢6 UR Legislative Committee is con- 
centrating on one thing—that is, the 
absolute repeal of the Guaranty Fund pro- 
vision of our state banking law at the ses- 
sion of the Legislature, which convened in 
Austin, January 20,” W. A. Philpott, Jr., 
Secretary of the Association, reported. 

“This law has been in operation fifteen 
years in Texas, and it has placed such a 
burden on the state banks that they can- 
not much longer stand it, and we are go- 
ing to put forth every effort to have it 
repealed. We believe we have the best 
chance we have ever had to eliminate this 
provision of our state banking law from 
the statute books. 

“The good, solvent and well managed 
banks of Texas have paid out to the Guar- 
anty Fund over $11,000,000 in the last four 
years. The depositors in the refunct banks 
of course, have got their money, but it has 
been a terrible strain on the good banks. 
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A Good Sign is a 
Good Investment 


“R & E” Chipped Gold or Silver, 
heavy Plate Glass signs are unequaled 
in elegance, character, and legibility. 
They do not tarnish, and require no 
polishing—an occasional wiping off 
with a damp cloth keeps them clean 
and brilliant. The lettering is under 
the glass, so never wears off. Various 
effects are secured by different methods 
of chipping and enameling—all done 
by hand, by expert workmen, insuring 
individuality, 


When writing for prices, state 
whether signs are to be placed in- 
side or outside, size, and lettering 
wanted. Prices, sketches, and sam- 
ples submitted without obligating 
you. Our catalog “‘“BANK SIGNS” 
will be found full of interesting 
facts and illustrations. 


RAWSON @ EVANS CO. 
Specialists in Bank Signs Since 1892 
704-708 W. Washington Blvd. 

CHICAGO 


(3024) 


WE BUY FOR SPOT CASH 
Surplus and Odd Lots of 
Chemicals 


Oils, Dyes, intermediates, solvents, 
| gums, glues, waxes, and any item of a 
chemical nature. 


REPUBLIC CHEMICAL CORP. 


| 303 Pearl Street New York, N. Y. 


ONLY THE RIGHT MAN 


An old-line Stock Fire Insurance Com- 
pany, chartered by the Banking and In- 
surance Department of the State of New 
Jersey, and whose Directors are bankers 
und business men, desires 


FINANCIAL REPRESENTATIVE 


who has had banking experience and who 
has a wide acquaintance with Bank 
Officials and Substantial Business Men. 
Opportunity for Permanent Connection. 
Profitable Commission Basis. 
Market 


2175. 


Write or 


telephone 
GUARANTY FIRE INSURANCE CoO. 


671 Broad Street Newark, N. J. 


Unless some sort of relief is obtained at 
this session of the Legislature, we expect 
all our larger and better state banks to 
desert the system and _ nationalize.” 


Utah to Seek Laws 


HREE bills are to be pressed by the 

bankers in Utah, according to O. W. 
Adams, chairman of the legislative com- 
mittee. 

The first provides that, in determining 
the value of bank stocks for the purpose of 
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Caldwell & Co. 


INVESTMENT BANKERS 


Southern Municipal, Corporation and 
First Mortgage Bonds 


1201 Union Street 
Nashville Tennessee 


New York 
Cincinnati 
Knoxville 


Chicago 
St. Louis 
Detroit 


Chattanooga 
New Orleans 
Birmingham 


Southern Municipals 
Bought — Sold — Quoted 


Liberal concessions to banks 


Orders executed on 


New York and Chicago 
Stock Exchanges 


Private wires to New York and Chicago 


A leading authority on all forms 
of investments throughout the South 


THE BANKERS’ GUIDE 


Bank officers require complete 
financial, investment and business 
information, clear cut and up to the 
minute, in order to render the full- 
est service to their clients. 


They will find it in this newspaper, 
Wall Street's leading daily, un- 
biased and free from propaganda. 


THE WALL STREET 
NEWS 
Published by 


THE NEW YORK NEWS BUREAU 
ASSOCIATION 
42-44 New Street, New York City 


$10 One Year—$5 Six Months— 
$2.50 Three Months 


TRIAL SUBSCRIPTION 


THE WALL STREET NEWS 
42-44 New Street New York City 


Enclosed please find $2.50 covering 
trial subscription for three months. 
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Forgery-Proof Sentinel 
The First and Only Forgery Prevention 


Fast displacing all other forms of check protection. 


A me- 


chanical countersignature machine and check writer combined. 
Correspondent banks are notified to honor only drafts bearing 
this validating mechanical countersignature, for example:— 


oS 


Equipped with lock and key, preventing unauthorized use. 


Writes in both words and figures. 


Replaceable type characters 


provide everlasting and uninterrupted service. 


SEVERAL VERY DESIRABLE DISTRIBUTORSHIPS OPEN TO CHECK 
PROTECTION MEN OF PROVEN ABILITY. WIRE OR WRITE. 


HALL-WELTER COMPANY, 


Inc. 


ROCHESTER, N. Y. 


taxation, the assessors shall take as a basis 
capital, surplus and undivided profits. De- 
ductions from the valuation of bank shares 
shall be allowed for the value of real estate 
owned by the bank directly or through a 
separate corporation, in which the bank 
owns stock. 

An amendment to authorize the forward- 
ing of negotiable paper for collection di- 
rect to the payor without making the bank 
liable for negligence is to be sought. 

The third bill would hold that, if a note 
is negotiable in form, then neither the fact 
that it is secured by a mortgage or deed 
of trust upon real or personal property, 
or the fact that there is a statement in the 
note showing that it is so secured, nor the 
existence of any conditions in the mortgage 
or deed of trust, shall destroy its nego- 
tiability. 

The state association has given its tenta- 
tive approval to a bill providing for central 
recordation of chattel mortgages on live- 
stock and migratory chattels. The primary 
purpose of this legislation is to improve the 
security of chattel mortgages upon larg: 
livestock loans and upon automobiles, so that 
mortgages will continue in effect even if the 
property is moved from one county into 
another. 


Tax Change Sought in 
Wisconsin 


ISCONSIN has a full program. 

“The legislative program of the 
Wisconsin Bankers Association, except 
from a preventive view-point, is pre- 
pared,” N. T. Gill, chairman of the Legis- 
lative Committee of the State Association, 
reports. “It is the desire of the Wisconsin 
bankers that this session of the state legis- 
lature will add several new sections to the 
banking laws, all of which will be advo- 
cated for the purpose of adding strength 
to the present laws which are now con- 
ceded to be among the best in the United 
States. 


“Amendments are to be asked to have 
the minimum capitalization of the state 
bank raised from $10,000 to $25,000; the 
number of directors increased from the 
minimum to three to five members and any 
stockholder prohibited from becoming or 
serving as a director unless said stockholder 
is the owner of five shares of bank stock. 

“Other amendments are: To reduce the 
number of reports from five to three to 
coincide with the requirements of the na- 
tional banks and an amendment to clarify 
the section regarding loans to officers and 
directors. 

“The most important item concerning 
Wisconsin bankers at this session is the 
matter of taxation and a bill has been 
drafted which, if passed, will put Wiscon- 
sin bankers on the same basis of taxation 
as other corporations in the state.” 


Convention Calendar 


STATE 
DATE ASSOCIATION PLACE 
April 23-25 Georgia Macon 
May 7-9 North Carolina Pinehurst 


May 19-20 Missouri 
May 20-22 Pennsylvania, 
Atlantic City, N. J. 


May 20-23 California Santa Barbara 


May 21-22 Kansas Topeka 
May 26-27 Oklahoma Tulsa 
June 15-17 Iowa Dubuque 
June 16-17 Wisconsin Milwaukee 
June 19-20 Colorado Bear Creek 
June 22-24 New York Ithaca 


OTHER ASSOCIATIONS 


April 20-23 Spring Meeting, Executive 
Council, A. B. A., 
Augusta, Ga. 
May 29-30 National Safe Deposit Asso- 
ciation Atlantic City, N. J. 
Sept. 28-Oct. 1 A.B.A. Atlantic City, N. J. 
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New Books 


STATISTICAL METHODS APPLIED 
TO ECONOMICS AND BUSINESS. 
By Frederick Cecil Mills, associate pro- 
fessor of business statistics, Columbia Uni- 
versity. 604 pages. Henry Holt & Com- 
pany, New York, publishers. 


“The last decade,” says the author, “has 
witnessed a remarkable stimulation of in- 
terest in quantitative methods in business and 
in the social sciences. The day when intui- 
tion was the chief basis of business judgment 
and unsupported hypothesis the mode in ‘so- 
cial studies seems to have passed. Follow- 
ing the lead of workers in the older and 
traditionally more accurate physical sciences, 
social scientists and serious students of busi- 
ness are employing in greater measure than 
ever before a method of study based upon 
the observation and analysis of facts. When 
these observations are quantitative in char- 
acter, appropriate methods are necessary for 
their organization and interpretation. This 
book deals with methods of combining and 
analyzing such observations, with primary 
emphasis upon materials drawn from the 
fields of economics and business.” 

The book includes chapters on: “Statisti- 
cal Methods and the Problems of Economics 
and Business”; “The Organization of Sta- 
tistical Data: The Frequency Distribution” ; 
“Description of the Frequency Distribution” ; 
“Index Numbers of Prices”; “The Analysis 
of Time Series: Measurement of Trend”; 
“The Analysis of Time Series: Measure- 
ment of Seasonal and Cyclical Fluctuations” ; 
“Index Numbers of Physical Volume”; five 
chapters on “The Measurement of Relation- 
ship”; “Elementary Probabilities and the 
Normal Curve of Error”; “Statistical In- 
duction and the Problem of Sampling.” 


BANK CREDIT. 227 pages. By Glenn G. 
Munn. McGraw-Hill Book Co., Inc., New 
York, publishers. 

A statement of the methods applied by 
the banks employing the most scientific 
methods of credit measurements—which are 
applicable to all types of business enter- 
prise. It tells how a good credit risk can be 
distinguished from a bad credit risk, giving 
a statement of the methods employed by 
banks in scientific tests of credit measure- 
ment. 


GERMAN TRADE ASSOCIATIONS— 
THE COAL KARTELL. 253 pages. 
By Archibald H. Stockder. Henry Holt 
& Company, New York, publishers. 

One of the American Business series de- 
scribing the coal kartell, the German coun- 
terpart of the American trade association. 
The kartell, the author states, was designed 
to regulate competition for the purpose of 
stabilizing the coal industry. 


THE BANKERS CREDIT MANUAL. 
324 pages. By Alexander Wall. Bobbs- 
Merrill Co., Indianapolis, Ind., publishers. 
A revised edition of this book, first pub- 

lished in 1919. It makes a complete survey 

of the credit department; tells how to sys- 
tematize the work and facilitate investiga- 
tion. Many approved forms are reproduced. 
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OR three generations the National Shawmut Bank 
has been a constructive force in the financial, com- 
mercial and industrial growth of New England. It is 
also one of the largest financial institutions in the East. 
Connections with institutions of the highest standing 
in all large cities of this country and abroad. 


THE NATIONAL 


SHAWMUT BANK 


40 Water Street, Boston 


GAIN we wish to stress our ability to 


handle your collections and we ask 


that in 1925 you prove to yourself that 
‘‘Marine" service is unrivalled on the 
Niagara Frontier. 


MARINE TRUST COMPANY 


of BUFFALO 


Resources over One Hundred Sixty Millions of Dollars 


ELLIOTT C. McDOUGAL 
President 


NEMO IN PATRIA SUA PROPHETA EST 
NADIE ES ALCALDE EN SU PUEBLO 


So run the old Latin and Spanish sayings meaning that our abilities 
are never fully recognized in our own country. Like all proverbs 
there is one general exception which proves the accepted’ rule, and 
that is the Banking Business, where intimate knowledge of the people 
and country is a prerequisite to success. 


The secret of our successful handling of collections is the fact that 
we know drawees intimately and are therefore in a unique position 
to safeguard your interests. 


BANCO DE PONCE 


PONCE, PORTO RICO 
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The Atlanta and Lowry National Bank 


ATLANTA, GEORGIA 


The Oldest National Bank in the Cotton States, Founded in 1865 


And Its Affiliated Institution 


Commercial Banking and Trust Business 


ROBERT F. MADDOX, Chairman of the Board 


BANK EMPLOYEES WANTED 


To sell the Safe Guard Check Writer to Depositors 


during their spare time. 


We have an interesting 


proposition whereby you can increase your earn- 


ings considerably. 


Write for particulars today. 


ADDRESS SALES DEPT. 


THE SAFE GUARD CHECK WRITER CO. 


5 Beekman Street 


Steel-Strong 


Colored 
Tubular Coin Wrappers 
Heavy Weight—Best Quality 
in stock at all 
Bank Stationers 
Write for Catalog 


The C.L.DOWNEY CO. 


941-943 CLARK ST. 
CINCINNATI, OHIO. 


Gold In Europe 


ONTRARY to the common supposition, 
the principal stocks of gold in Europe 
are larger now than they were before the 


war. The only losses have been sustained 
by Germany, Austria, Italy and Russia. The 
3ank of France gained important accumula- 
tions from coin in circulation, and so did 
the Bank of England. 

The figures are taken from the London 
Economist, converted for convenience at $5 
to the pound: 
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701,537,000 736, 184, 415a 
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Czechoslavakia .... 31,647,408+* 


NEW YORK CITY 


Jan. 1, 1914 


95,845,000 
227,935,000 


Jan. 1, 1925 
507,040,000 
177,910,000 
210,240,000 


101,185,000 
1959, 40, 900, 
22,500,000 58,195,000 


$1 960,250,745 $2,801,662,507 


Totals 


Exclusive of holdings abroad. 
Exclusive of $51,775,000 held abroad. 
1914—Austro- Hungary Bank. 
1925—Austrian Bank. 

Includes Gold and Silver holdings. 
Nearest available date to Jan. 1, 1925. 


Claims Against Mexico 


MERICANS having claims against 
Mexico on account of deposits in banks 
there, which were prevented from meeting 
their obligations by any act of the Mexican 
government or revolutionary forces, are ad- 
vised in a statement issued by Fred I. Kent, 
Chairman of the Commerce and Marine 
Commission, American Bankers Association, 
to make a prompt presentation of their cases 
to the Secretary of State at Washington. 
These claims, to be considered by the 
General Claims Commission, appointed by 
the governments of Mexico and United 
States to adjudicate these matters, must be 
filed by the agent for the United States 
with the secretary of the commission before 
Aug. 30, 1925, and should reach the De- 
partment of State well in advance of that 
date for transmission to the agency for ex- 
amination and filing. It is expected that 
the cases of American depositors in Mexican 
banks will be the first to be considered. 


THE TRUST COMPANY OF GEORGIA 
The Oldest Trust Company in the State, Founded in 1891 


Combined Capital, Surplus and Undivided Profits, $11,000,000.00 


Offer every modern facility for the prompt and efficient transaction of all forms of 


THOMAS K. GLENN, President 


Who Stands This Loss ? 


_. other day a Missouri bank received 
a letter from its customer who was visit- 
ing in New York, asking the bank to send 
him $125, as he was running short on hotel 
expenses. 

The bank immediately drew a cashier’s 
check payable to John McNamarra, for that 
was the customer’s name, and mailed it to 
his hotel address in New York. 

Strange things do happen in hotels, and 
hotel clerks are not exceptions to any rules 
when it comes to making slight errors. The 
mail clerk received the letter and discovered 
that another John McNamarra had been 
taken ill at the hotel and had left suddenly 
for Brattleboro, Vt., under the care of his ‘ 
wife and a nurse. But how was the hotel 
clerk to know that this man was not the 
customer of the bank? 

It is true that there are lots of people in 
this world who have the same names, and 
that was this case. 

The check was sent to Brattleboro. A 
nice little present sent by an angel from 
Heaven. It surely would have been a sur- 
prise to Mr. McNamarra had he been able 
to realize what it was all about, but his 
wife, thinking the check belonged to him, 
propped him up in bed and guided his hand 
as he indorsed the instrument. She cashed 
it at a local bank, and paid the doctor’s bill. 

The Brattleboro bank which cashed the 
check received payment from the Missouri 
bank in due time, and, as generally happens, 
nothing was noticed until the day of reckon- 
ing when the original John McNamarra re- 
ceived his bank statement showing that he 
was charged with the $125 sent to New 
York. He explained to the bank that he 
never received the money, and the bank be- 
lieved him, and now we come to the legal 
point of the story. Who is going to suffer 
the loss of $125 by reason of this mistaken 
identity? The sick man died and his wife is 
penniless. 

Try to figure the answer out for yourself 
because the question is one that does not 
come up in a school room, but may come up 
in your bank some day as it did out in Mis- 
souri. After you have answered this ques- 
tion in your own mind, compare it with the 
one which will be published in the JouRNAL 
next month. 
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MSY Netherlands ...... 62,705,000 
Belgium ......... 41,650,000 54,445,000 
Switzerland ...... 
Denmark 
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Germany ...... 
Austria-Hungary. | 
Hungary ...... 


